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A DIAGRAMMATIC ANALYSIS OF COMPLEMENTARITY* 


NICHOLAS GEORGESCU-ROEGEN 
Vanderbilt University 


Introduction—I. Interpretations of the principle of decreasing 
marginal utility —II. First graphic interpretation of Edgeworth-Pareto 
complementarity.—III. Second graphic interpretation of Edgeworth- 
Pareto complementarity.—IV. Translation of the preceding interpre- 
tation into Allen-Hicks schemata.—V. Derivation of Edgeworth-Hicks 
diagrams.—VI. Limiting cases.—VII. A new interpretation of the basic 
postulates used in consumer’s theory. 


On the theoretical and, even more, on the pragmatic usefulness of the con- 
cept of complementarity, opinions seem to be thus far strongly divided. Even 
the latest milestones in the literature of economic theory take opposing views 
on the matter. On the one hand, Professor Samuelson, in his Foundations (p. 
183), expresses the view that “the problem of complementarity has received more 
attention than is merited by its intrinsic importance.’’ On the other hand, in the 
second edition of his Value and Capital, Professor Hicks persists in using the 
concept of complementarity as one of the main theoretical backbones of his 
economic analysis. 

Not only the world’s best economists, but thousands of other serious students 
of economics have spent, and are still spending, “‘considerable time and energy” 
in the study of Professor Hicks’ book.' A great deal of this time and energy is 
occasioned, I believe, by the absence of a link between the verbal argument of the 
main text and the mathematical proofs presented independently in the Appendix; 
for, unlike Marshall or Pareto, Hicks does not offer an adequate diagrammatic 
analysis to bridge the gap between the two types of argument. The primary 
purpose of the present paper is to provide such a bridge.? The non-mathematical 
reader will find here a new diagrammatic analysis which, it is hoped, will help 
him to handle almost any problem involving complementarity.* This diagram- 


* The author wishes to acknowledge the assistance he received from the Institute of 
Research and Training in the Social Sciences at Vanderbilt University. 

The presentation of this paper benefited from the criticism made by Professors Jesse 
W. Markham, William H. Nicholls and Paul A. Samuelson. 

1 Samuelson, [23], p. 184. Also Machlup, [17], p. 297. (The list of references appears at the 
end of the paper.) 

2 The basic results presented in this paper, especially those of Sections I-VI, have been 
used by the author since 1949 in his graduate classes at Vanderbilt University in place of 
verbal or algebraic proofs (Cf. Hicks, [11], pp. 1 and 45). The paper was read, for the first 
time, before the Economics Seminar of Vanderbilt University on April 19, 1951. 

* The concept of complementarity considered in this paper is of a purely static nature, 
i.e., it presupposes constant tastes. But complementarity has other aspects, even more 
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matic interpretation* applies equally well to the analysis of complementarity 
in either the Edgeworth-Pareto® sense or the Allen-Hicks® sense. This shows 
that the two definitions are not basically different. The Edgeworth-Pareto 
definition will be considered first. For despite the fact that many no longer regard 
it as a part of modern orthodox theory—for the reason that it requires a measure 
of utility’—this definition provides a more intuitive background for many aspects 
of complementarity. It will also be shown that the pdint of view adopted by 
Johnson,’ in classifying the possible relationship between two commodities, 
complements, rather than conflicts with, the Edgeworth-Pareto definition.® As 
a natural consequence, it will be seen that Johnson’s point of view, if embodied 
in the Allen-Hicks approach, helps to clarify many an obscure point which one 
finds in the applications of complementarity. In fact, without this addition, the 
Allen-Hicks theoretical rationale could not possibly fully serve its own purpose. 

The problem of the nature of the relationship between eommodities is inti- 
mately connected with that of the shape of the indifference varieties. This con- 
nection—which certainiy would not surprise the reader but which would be 
difficult to find explicitly expressed in the economic literature—explains the 
necessity of dealing first with some shape properties of the indifference curves 
(Section I), even at the risk of appearing to duplicate the extensive contributions 
already available on the subject. A natural continuation of the analysis of 
complementarity in the manner adopted in this paper led to a new interpretation 
of the basic postulates of consumer’s behavior. These results are presented in 
Section VII. 





important for economic theory. They have been pointed out by Machlup [17], p. 286, Lange 
{15}, pp. 59-60, Li [16]. The dynamic aspects of complementarity have been considered by 
Lange [15] and Ichimura [12]. Since there are yet fundamental objections to be raised in 
connection with determining the static field of preference (Georgescu-Roegen, [9]), it is 
natural that the parametric representation of the change in tastes, although throwing 
interesting light upon the subject, constitutes, at this stage of our knowledge, a daring 
procedure. 

*An attempt (perhaps the first) at a diagrammatic analysis of the concept of comple- 
mentarity was made by Professor Hayek [10]. Professor Hayek’s approach, which is com- 
pletely different from that of the present paper, uses the properties of indifference curves 
of X and Y for Z = const in order to describe the relationship between X and Z. No 
attempt was made to use this description as an analytic tool for further theoretical results. 

’ Edgeworth, [5], Vol. I, p. 117 ff. Pareto, [20], §94 and 974; [21], Ch. IV, §8-19, 39-41, 
Appendix, § 47; [22], pp. 611-12. 

* Allen and Hicks, [3], pp. 69ff. and pp. 211-217. Hicks, [11], Ch. III. (See, however, infra, 
fn 38). 

? However, this standpoint appears shaken since v. Neumann and Morgenstern [19], pp. 
15-29, offered a procedure for measuring utility. Their method is a reversal of that used by 
Daniel Bernoulli to answer a paradox of gambling (Todhunter, [29], pp. 213ff., especially 
nos. 384-386). Evidently, the point of view that measurability of utility is not necessary 
anyhow for a theory of consumer’s equilibrium still largely prevails. It is, however, very 
weak scientifically. Could we refuse to take account of animals with more than two feet, 
on the ground that only two feet are needed for walking? 

* W. E. Johnson, [14], p. 496. 

* Cf. The controversial argument of Edgeworth, [5], Vol. II, pp. 464-466. Also Allen 
(2]; Schultz [26], Ch. XIX. 
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I 

As is known, the principles of decreasing marginal utility and decreasing 
marginal rate of substitution are two different things.’ But, to the author’s 
knowledge, the exact difference between the two has never been fully investi- 
gated. 

In the usual interpretation, the principle of decreasing marginal utility means 
that successive additional equal amounts of one commodity will add successive 
decreasing amounts of utility"' or that in order to add successive equal amounts 
of utility U, successively increasing amounts of the commodity X are needed.” 
This will be referred to as the crude principle of decreasing marginal utility. Its 
validity, with a few and irrelevant exceptions, is hardly subject to question." 

Since, from the consumer’s point of view, there is no objection to considering 
baskets of identical commodity composition as identical units of a new com- 
modity, it is only natural to extend the above principle to successive additions 
of such composite commodities.'* Therefore, if, as in Fig. 1, we draw a series of 
indifference curves equally distant in utility, they will intercept on any line of 
positive slope (i.e., along which no commodity would decrease in amount) a series 
of increasing segments A_, A_1, A; A, A Aj, Ai Ao,.. 8 

The formulation just described will be referred to as the weak principle of 
decreasing marginal utility.'* It does not assure the convexity of the indifference 
curves, i.e., it does not imply the principle of decreasing marginal rate of sub- 
stitution. Indeed, the weak principle guarantees the upward convexity of the 

+ > 


utility surface along the directions Aa but not necessarily along Aa’. The utility 
surface may therefore be like a saddle, concave in some directions and convex in 
others.” 


10 Allen and Hicks, [3], p. 57. Hicks, [11], p. 16. 

1 Jevons, [13], pp. 54ff. and 62. Edgeworth, [4], pp. 34, 61, 108. Pareto, [20], p. 19; [21], 
IV, §32-33, 69, Appendix, §46. Marshall, [18], pp. 93-94 and Note I, p. 838. Johnson, [14], 
p. 492. 

#2 Johnson [14], p. 485. 

18 In terms of theory of production, this corresponds to the law of diminishing returns of 
a single factor (cf. Marshall, [18], IV, iii) or to that of variable proportions (cf. Stigler, 
[27], p. 116). : 

14 Pareto, [21] IV, §42, Appendix, §47-48. Pareto was apparently the first to see the pos- 
sibility of making this extension, but, as in many other instances, he surrounded this new 
way of looking at things by some theoretical inconsistencies and mathematical slips. Thus, 
Pareto seems to restrict the extension of the crude principle to baskets that contain com- 
plementary commodities only. Also, the passing from conditions (66) to (67) of the Appendix 
is not completely justified until a later stage (§124). 

Independent of all this, on p. 576 there are evidently some manuscript errors, namely 
the signs of the inequalities (63) and (64) which must be reversed. 

18 The double notation on the graphs used here will become clear subsequently; the 
notation in terms of money (m) should be ignored while using the graphs for discussing the 
Edgeworth-Pareto scheme, while that in terms of utility (u) should be disregarded when 
analysing the Allen-Hicks approach. 

16 On the production side, the principle of decreasing returns to scale (cf. Stigler, [27], 
pp. 128ff.) is a particular case of the weak principle. This remark helps us to understand 
why we cannot derive analytically the weak principle from the crude one. 

17 The possibility of the indifference curve’s being concave towards the origin, if only 
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We know by now that all we need for a coherent theory of exchange is the 
principle of decreasing marginal rate of substitution."* Thus not only in early 
writings but even in later ones, we find this principle assumed jointly with the 
weak principle of decreasing marginal utility, at times without any support, at 
others, painfully and only partially justified."*° The explanation of this hybrid 


y+ (u+2k) 











Figure 1. 


axiomatic approach is, perhaps, the fact that satisfactory evidence in support of 
the convexity of the indifference varieties is not yet available.”* By keeping the 





some form of a weak principle is assumed, is mentioned in Pareto, [21], p. 654. A numerical 
example illustrating this analytical possibility is offered by the utility function, 
U =54 (x + y) — (2z* + Sry + 2y*), where z, y < 6. 

18 Professor Allen was the first to present clearly this point intuited and hinted at by 
both Fisher and Pareto. Fisher [6], pp. 67, 69, 88 and, later, Pareto [21] Appendix, §6, 
proved that what is essential] for economic theory is the existence of indifference directions. 
Professor Allen’s first formulation [1], pp. 203, 218-219, differs in form from that reached 
later in collaboration with Professor Hicks [3]. 

1* Pareto, [21], Appendix, p. 572, (55), p. 575, (59). Johnson, [14], p. 485, (a), p. 486 (c). 
Edgeworth, [4], pp. 36 and 108. 

2° Hicks, [11], p. 25. The replacement of the geometric condition of convexity by the 
principle of decreasing marginal rate of substitution is a mere change of vocabulary and 
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two postulates together, it was hoped that one day the principle of decreasing 
marginal rate of substitution could eventually be related to that of decreasing 
marginal utility. 

Now, if a start is mede with some sort of decreasing utility, additional assump- 
tions, other than those contained in the weak principle, must be made in order 
to arrive at the convexity of indifference curves. This can be achieved, for in- 
stance, by introducing the strong principle: 


The marginal utility decreases along any preference direction. 
In other words, the grid of equi-distant indifference curves of Fig. 1 will inter- 


od — 
cept segments of increasing size not only on Aa, but also on Aa’ so long as the 
latter remains a preference direction.*! The difference between the weak and the 
strong principle is therefore clear.“ The strong principle assures the over-all 
convexity of the utility surface and, implicitly, that of the indifference curves. 
Conversely, however, the principle of decreasing marginal rate of substitution 
does not necessarily imply any form of the principle of decreasing marginal 
utility.“ Intuitively, one can see that the utility surface can be contracted or 
expanded like an accordion without changing the shape of the contour lines 
(i.e., the indifference curves). This will, however, alter the concavity of the 
utility surface in different directions, or, in other words, will affect the variation 
of marginal utility.™ 
The strong principle of decreasing marginal utility and that of decreasing 
marginal rate of substitution are much more intimately connected than thus far 
appears. Their common basis is evident if we compare their respective meanings, 





carries with it no explanatory element. This is another example of implicit theorizing to be 
added to the list of Professor Leontief (‘‘Implicit Theorizing: A Methodological Criticism 
of the Neo-Cambridge School,’’ Quarterly Journal of Economics, February, 1937, pp. 337- 
351). The preceding remark is not intended to impair in any way the importance of Pro- 
fessor Allen’s contribution regarding the other side of the problem, mentioned in note 18, 
above. 

2} At a given point, a preference direction is any one which leads to a higher utility 
variety (Georgescu-Roegen, [8], p. 551). 

22 The strong principle is hard to find in the literature except in its mathematical form 
as a condition for the maximization of utility (Cf. Pareto, [21], Appendix, §122-123; Edge- 
worth, [5], I, p. 117.) or for the minimization of long-run average cost (Cf. Hicks, [11], p. 
87; Stigler, [27], p. 130n). 

*3 For the case of decreasing returns of a single factor of production, see Samuelson, 


[23], p. 62. 
% In mathematical terms, if u(z) is the utility function in vector notation, we have 


ot 
(1) The crude principle means = <0 


o 

(2) The weak principle means d*u < 0 whenever (dz) > 0 or (dz) < 0. 

(3) The strong principle means d*u < 0 for du > 0 or du < 0. 

(4) The decreasing marginal rate of substitution is expressed as d*u < 0 for du = 0, 
Thus (4) follows from (3), but not conversely. In fact, even (2) and (4) do not suffice to 
ensure (3). Many points of theory of production are intimately connected with this analyti- 
cal hierarchy. 
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for the former, in the case of a utility surface involving two commodities, and 
for the latter, in the case of an indifference surface involving three commodities. 
Both principles express the same property: the convexity of each of the two 
surfaces. 

If the curves in Fig. 1 are assumed to be the intersections of one and the same 
indifference surface of X, Y, M with equi-distant levels of M, we can use a 
phrasing similar to that of the strong principle of decreasing marginal utility in 
order to make more precise the verbal definition of the decreasing marginal rate 


of substitution for the case of more than two commodities.2® Under this new 
— > 


interpretation, the segments intercepted on the lines Aa, or Aa’, will increase in 
the direction of decreasing 1. This last remark underlies, as will be shown later, 
the complete formal identity of the Allen-Hicks definition of complementarity 
and that of Edgeworth and Pareto under the assumption of the strong principle 


of decreasing marginal utility. For this reason, despite the fact that the Edge- 
’ 


C 
B B oh 


ut+2 au 


BNC 
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m-2 4m 




















A A 


Ficure 2. 
worth-Pareto definition makes sense even without it, the latter principle will be 
postulated in the greater part of the subsequent analysis. 


II 


Let us now consider two indifference curves corresponding to the utility 
levels u and u + Au. Let A be a point on the first indifference curve (Fig. 2). 
By increasing separately X and Y, we obtain on the second indifference curve 
the points B and B’. If the increment of utility Au is very small, so will be the 
increments Ar = AB, Ay = AB’. As the marginal utility of X is the ratio be- 
tween the increase in utility Au caused by Ar and the selfsame Au, we have 


(1) Au = (muX), Ax = (muY), Ay 


where (muX), represents the margina! utility of X at A. This relation shows that 

(11.1) The increments Ar and Ay between pairs of indifference curves equi- 
distant in utility vary inversely with the corresponding marginal utilities. 

This remark is fundamental to the diagrammatic analysis of complementarity. 
Let us complete the rectangle ABB’D and call it the complementarity rectangle. 
If we draw now the indifference curve corresponding to the utility level u + 
2Au, we are confronted with three alternatives, each corresponding to one of 


26 Hicks, [11], p. 25. However, on p. 87, fn. 2, we find an interpretation which is equivalent 
to the weak form of this principle. 
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the three possible relationships between X and Y as defined by Edgeworth and 
Pareto. It is clear that 

(a) If the indifference curve (u + 2Au) intersects the complementarity rectangle, 
X and Y are complementary (Fig. 2a); 

(b) If the indifference curve (u + 2Au) only touches the complementarity rec- 
tangle, X and Y are independent (Fig. 2b); 

(c) If the indifference curve (u + 2Au) has no common point with the comple- 
mentarily rectangle, X and Y are competitive. (Fig. 2c). 

This is the graphic interpretation of complementarity as defined by Edge- 
worth and Pareto. A second interpretation of (a)—(c) is the well known fact that 
the utility of two complementary (competitive) commodities is greater (smaller) 
than the sum of the utilities represented by each commodity separately. 

As an immediate application, the graphic interpretation just described pro- 
vides a self-evident proof of the reversibility of the relationships between X 
and Y. However, a closer examination of the competitive case reveals that it 
presents an asymmetry which becomes evident as soon as other relevant aspects 
of the problem are taken into consideration. With the help of (II.1) and the 
crude principle of decreasing marginal utility we arrive at the following sym- 
metrical property of complementary or independent commodities: 


(2) (muX)e < (muX)s, , (muY)gr < (muY)s 


This may no longer be valid if X and Y are competitive. Indeed, in the latter 
case, we may also have 


(3) (muY)sr > (muY)s 


This means that the increase of X (along an indifference curve) decreases the 
marginal utility of Y, or, in other words, that Y must be highly competitive with 
X. But if this is so, X cannot be highly competitive with Y, i.e., this particular 
relationship is not reversible. This can be shown with the help of Fig. 3, where, 
according to (3), we must have BC’ > B’C’’’. The slope of C’C’’’ is therefore 
smaller than that of BB’.2* But as the slope of C’’C must be smaller still then 
that of C’C’’’, it follows that B’C < BC’’. Therefore, we must by necessity 
have (muX), < (muX)a,:. 

In fact, since the slope of CC’’ is smaller than that of BB’, it follows that 
the point on the curve (u + 2Au) where the marginal rate of substitution is the 
same as at B lies to the left of C’. This means that X is inferior with respect to 
Y. Therefore, Y being highly competitive with X and X being inferior to Y are 
equivalent concepts. The basis of irreversibility appears now clearly. 

Summing up, we have the important result: 

(11.2) If one commodity is substituted for another along the same indifference curve, 
its marginal utility decreases, except when the first commodity is highly competitive 
with the latter.” 

26 For sufficiently small intervals, the indifference curves can be assimilated to segments 


of straight lines. 
27 It is worth emphasizing that the results of this section require only the crude principle 


of decreasing marginal utility and that of decreasing marginal rate of substitution. 
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Ill 


Complementarity can be analyzed with greater efficiency with the help of 
tools other than those introduced thus far. Let us consider the loci of all com- 
binations of commodities for which the marginal utility of one commodity, 
say X, remains constant. These loci are in fact new iso-curves; along them the 
subjective evaluation of X, measured by the marginal utility of X, is the constant. 
Because the evaluation of X is in this case based upon the measure of utility, 
we shall refer to these loci as the utility isotimetics of X.* 


ut2ou 


Nc” 














Ficure 3. 


In order to avoid formal repetition, we shall confine our detailed analysis for 
each proposition to a single illustration, although for a rigorous argument each 
type of relationship between X and Y should be considered individually. Follow- 
ing the pattern of the proof of the illustration, the argument can be readily 
reconstructed for all the omitted cases. 

In line with this rule, let us consider first the case of X and Y mildly com- 
petitive. From the definition of competitive commodities, it follows that 
(muY)» < (muY), . Furthermore, according to (II.2), the point B, of (u + Au), 
where (muY) is the same as in A (i.e., AB’ = B,C;) must lie to the right of B 
(Fig. 4). Consequently, the utility isotimetic of Y is negatively inclined. Further, 
AC; being a preference direction, according to the strong principle of decreasing 
marginal utility, we have AB, < B,C,. Hence, by comparing the triangles 

28 From riunrinoe = evaluating, estimating. The assistance of Prof. F. W. Mitchel in 
coining this word is acknowledged. 
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AB,B’, B,C;C; , we conclude that B,C; > AB, i.e., (muX), > (muX),. (For 
the purpose of facilitating the comparison, the triangle B,B,C; , equal to AB,B’ 
has been introduced in Fig. 4.) 

Results of the same nature can be obtained for all other types of relationships 
between X and Y and can be interpreted graphically as shown in Fig. 5 (in the 
same order of letters as below). Denoting by [X] the utility isotimetic of X, 
these results can be presented systematically as follows: 


ut2 Au 


Figure 4. 


(III a). If X and Y are complementary, we have at A 
0 < slope of [Y] < slope of [|X] 


(III b). If X and Y are independent, |X] and [Y] are straight lines parallel 
respectively to Oy and Oz. 
(III c). If X and Y are mildly competitive, at A we have*® 


0 > slope of [Y] > —(mrsX) > slope of [X] 
(III d). If Y is highly competitive with X, at A we have 
—(mrsX) > slope of [Y] > slope of [X] 


Fig. 5 represents a new diagrammatic interpretation of complementarity 
and constitutes an excellent analytical tool for treating further problems in the 
field. 

As a first application, let us assume that the marginal utility of money is 


29 Here mrsX stands for the marginal rate of substitution of X for Y and, therefore, 
—(mrsX) is the slope of the indifference curve. 
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constant and examine the effect a fall in the price of X has upon the demand 
for Y, while the price of Y remains constant. It is well known that the con- 
ditions of this problem lead to the following results: (a) X will increase, (b) 
muY will remain constant. 


y4 
1X] 


U 
' 
\ 

\ 


\ 
\ 
\ 


\ 
\ 
































0 
(d) 


Fieun® 5. 


A brief inspection of Fig. 5 shows that Y will increase if X and Y are com- 


plementary and will decrease if they are competitive.®” 
Bearing in mind that a decrease in the marginal utility of a commodity means 


*° Cf. Hicks, [11], p. 42. On this point the argument of Professor Hicks seems defective. 
Indeed, the increase of the marginal utility of Y following the increase of the demand for X 
cannot be an immediate consequence of the definition of complementarity (the constancy of 
Y with a fall in the price of X is incompatible with complementarity and constant marginal 
utility of money). Since a fall in the price of X will necessarily bring about a change in Y, 


the argument as a verbal proof is clearly elliptic. 
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a shift of the respective utility isotimetics in the direction away from the origin, 
an important consequence can be derived directly from Fig. 5. This is an alter- 
native definition of complementarity: 
(III.1) Let muY be constant and muX decrease, then 

(a) If Y increases, X and Y are complementary; 

(b) Lf Y remains constant, X and Y are independent; 

(ce) Lf Y decreases while U increases, X and Y are mildly competitive; 

(d) If Y decreases together with U, Y is highly competitive with X. 


IV 


The background of all diagrams used so far consisted of a grid of indifference 
curves equi-distant in utility. The concept of complementarity was defined 
and analyzed in terms of this grid. The grid, derived from the utility surface, 
is no longer available if we discard the assumption of measurability of utility. 
Some other surface has to be used as a base for a new grid. For their definition of 
complementarity, Professors Allen and Hicks decided to resort to the indiffer- 
ence surface of X, Y, and M, where M stands for all other goods lumped to- 
gether, i.e., for Marshall-Hicks money."' In short, the consumer of Edgeworth- 
Pareto walks on a utility surface, that of Allen-Hicks, on an indifference 
surface. Otherwise, the rationale is identical in both approaches. 

With the help of an indifference surface between X, Y and M we can obtain 
in the plane x0y a family of iso-curves by intersecting this surface at constant 
levels of M. By considering equally distant levels of M, we obtain a grid similar 
to that used in Sections II and III, with the only difference that as X (or Y) 
increases the level of M decreases. Moreover, the principle of decreasing marginal 
rate of substitution imposes upon the indifference surface the same shape proper- 
ties that the strong principle of decreasing marginal utility imposes upon the 
utility surface.” The only difference between the two cases is a question of the 
direction of the convexity of each surface. 

Therefore any of the Figs. 1-4 can be relettered so as to represent the new 
situation. The only changes are that: (1) u, u + Au and u + 2Au must be re- 
placed respectively by m, m — Am and m — 24m and (2) the marginal utility 
of X (or Y) must be replaced by the marginal rate of substitution of X (or Y) 
for M, when Y (or X) is kept constant. With these changes Figs. 2a, 2b, 2c 
can be used also for a diagrammatic interpretation of complementarity, in- 
dependence and competitiveness in the Allen-Hicks sense.* 

It goes without saying that, this time, [X] represents the price isolimetic of 
X, ie., the loci of the combination for which the marginal rate of substitution 
of X for money, p. , (the marginal price) is constant. 

As a first application, Fig. 2 offers an immediate non-mathematical proof of 


st Allen and Hicks, [3], pp. 69-71. Hicks, [11], pp. 44ff. 
% Supra, Section I. 
33 Allen and Hicks, [3], p. 71. Hicks, [11], p. 44. Professor Hicks attaches little importance 


to the case of independence. 
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the reversibility of the relationships there described.“ It shows also that, if 
X and Y are complementary (competitive), the individual would pay a greater 
(smaller) price for Ar and Ay taken together than the sum of the prices which 
he would be willing to pay separately for Ax or Ay. 

Further, if we assume both the measurability of utility and the constancy of 
marginal utility of money, it follows that utility can be measured in money 
units. The isoquants in X and Y for which m = constant and u varies can be 
considered as isoquants in X and Y for which u = constant and m varies. The 
grids used for the Edgeworth-Pareto or for the Allen-Hicks definitions are there- 
fore identical. In this particular setup, both criteria give the same answer.** 

At this point of the argument it is useful to point out that price isotimetics 
are intimately connected with important economic concepts found in the current 
literature. If the third dimension is money, M, the price isotimetic [Y] is nothing 
else than one way of representing the demand law as interpreted either by 
Professor Friedman—assuming a constant real income—or by Professor Hicks— 
abstracting for the income effects.* This demand, regarded as a relationship 
between X and p, can be derived from [Y] exactly as the Walrasian demand 
law can be derived from the price-consumption curve. If, on the other hand, the 
third dimension is the product produced with the help of X and Y, [Y] is the 
demand of the entrepreneur under the assumption of constant prices of Y and 
of the product. 

Some familiar properties of these demand laws are obtained immediately 
by a simple inspection of Fig. 5: 

(IV.1) Under the assumption of constant real income, if p, fails while p, is kept 
constant then: 

(a) Y increases, if X and Y are complementary, 
(b) Y remains constant, if X and Y are independent, 
(e-d) Y decreases, if X and Y are competitive. 

This is, in fact, a second definition of complementarity.” The preceding 
argument shows that, within the framework of Hicksian analysis, this defini- 
tion is equivalent to the first (Fig. 2). 

In Value and Capital (p. 46), Professor Hicks uses a third definition which is 


* This proof is not given in Hicks [11]. The proposition establishing reversibility of the 
relationship between X and Y should not be considered as trivial. One may be convinced of 
the necessity of the proof by referring to the case when Y is highly competitive with X. 

*6 Hicks, [11], p. 44. 

46 [7], p. 465, [11], p. 32. 

* Allen and Hicks, [3], p. 70; Hicks, [11], Appendix, p. 311. 

** This equivalence had been challenged by Professor Samuelson, [23], p. 184-186. He 
has since retracted his criticism (Samuelson, [25], p. 379n), but not without simultaneously 
emphasizing that the Allen-Hicks definition differs fundamentally from that of Value and 
Capital. (The same point appears in Ichimura, [12], p. 179.) From the short footnote con- 
taining his retraction one may gather that Professor Samuelson had realized that money 
in Professor Hicks’ sense was not a Walrasian numéraire. But by this very argument the 
difference between the two definitions mentioned above should disappear also. For even in 
Allen and Hicks, [3], we find that the background of comparison is not a third commodity, 
one of the others, but all the other commodities lumped together. ‘“‘The second (component) 
will depend on how far the substitution in favor of X takes place at the expense of Y rather 
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based not only upon the changes in the quantities of X and Y, but also upon 
the change in the amount of money. This third definition is not equivalent to 
the other two. By proving this, we shall implicitly explain why, though he 
considers only two relationships—complementarity and competitiveness—Pro- 
fessor Hicks is forced to speak of “three possible cases.’’* 

The argument of Section 3, on p. 46, of Value and Capital is at times loosely 
worded and, because of this, we are never sure of what elements are kept con- 
stant. Speaking of complementary commodities, Professor Hicks certainly can- 
not mean by ‘‘a substitution of X for money,” any such substitution, for if this 
were the case, Fig. 5a would show immediately that we can substitute X for 
money without “‘a parallel substitution of Y for money.” If, on the other hand, 
the substitution of X for money follows a fall in the price of X only, then the 
conclusions regarding the competitive case are no longer always true. Indeed, 
with the exception of the case described by Fig. 5d (Y highly competitive with 
X), a fall in the price of X (only) will always cause a substitution against money. 
The case of Y being highly competitive with X constitutes therefore a special 
case of particular importance in that it leads to an increase of money with a 
fall of p. . It is the only case when we can speak of ‘“‘a substitution in favor of 
money and against Y”’ and—since it is not a dominating feature of competitive- 
ness—we cannot, even by way of an attempt at a realistically simplified descrip- 
tion, attribute the latter property to all cases of competitive pairs of com- 
modities. 

We see, therefore, why the case of Y highly competitive with X has to be 
considered as an important separate case. The reasons are similar to those 


which in the case of the Edgeworth-Pareto definition led to the Giffen paradox. 
Thus, (IV.L) has to be supplemented by 

(IV.2) A ‘fall in the price of X, with that of Y being constant, will cause a de- 
crease of M, if X and Y are mildly competilive, and an increase of M, if Y is highly 
competitive with X. 

The relationship between Y and X in the latter case of (IV.2) is no longer 
reversible. Thus, a fall in p, , with p, constant, will cause a substitution against 


money. 

At this point, the question of whether the difference between high and mild 
competitiveness leads to distinctions other than (IV.2) may be raised. Along 
this line, it is easy to see, on Fig. 5d, that if M remains constant and X is in- 
creased, the marginal rate of substitution of M for Y (the reciprocal of p,) in- 
creases. According to (III.1), this means that X and M arecomplementary. Now, 
leaving out the simple case of independence, we may represent the triangular 
relationship between X, Y and M as in Fig. 6. This shows in a schematic way 
the role of the three relationships and the deeper reason for the irreversibility of 
high competitiveness. 

So long as the third dimension is not assigned a special role, the last case of 





than of the other goods (Z)”’ (p. 69). The only reason for a different impression regarding 
this point may be the fact that unfortunately the mathematical part of the paper presents 
the formulae in terms of only three commodities. 

*9 Allen and Hicks, [3], p. 70 (italics added). Also Hicks, [11], pp. 68 and 93. 
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Fig. 6 does not raise any particular problem. This is no longer true if the third 
dimension does not occupy an inter-changeable position with X and Y. Then 
the symmetry of the mutual relationship breaks down. This is especially con- 
spicuous in the case where the third dimension is the output in a production 
function using X and Y as factors. 

We may find in this an explanation of why, in Value and Capital, the high 
competitiveness appears only as a peculiarity specific to the equilibrium of the 
firm. On this occasion, Professor Hicks even introduces a new term, that of a 
regressive factor,” proving that he was not aware of the fact that the essence of 
this latter concept is identical with that of a highly competitive commodity or 
with that of an inferior good. 

With the help of the preceding diagrammatic analysis, this point of view is 
grasped in its entire generality. Professor Hicks’ cases (1), (2), (3)—distinguished 


hC hC /\ C hC 
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Figure 6. 


on p. 93 of Value and Capital—correspond respectively to (c), (a), and (d) of 
our basic Fig. 5 or to (II), (1), (III) of Fig. 6. It is therefore seen that there is 
nothing mysterious about a regressive factor, which would make ‘‘the reader. . . . 
rub his eyes.”’ A regressive factor is nothing but an “inferior’’ factor of produc- 
tion, i.e., one whose input will decrease with an increase of output (the conditions 
of equilibrium implying the constancy of the prices p,, py, ... exactly as in 
the case of an income-consumption curve). Professor Hicks needs a whole 
section (5, pp. 94-96) of the most difficult-to-follow verbal arguments in order 
to reach the conclusion that X (in his notations, A) is a factor “suited for small 
scale production.’’ He does not identify it positively either with the inferior 
consumer’s good, or with the only form of relationship which would make 
his quasi-definitions of p. 46 consistent with the other ones.” 


*° Hicks [11], p. 93. 

*! Examples of inferior factors of production could be easily procured (hand-operated 
machinery, small power generators, even labor, or at least some types of it, ete.). There- 
fore, inferior factors do not seem to be at all “‘grossly improbable.’’ (Hicks, [11], p. 94.) 

* Professor Hicks is forced, nevertheless, to single out the highly competitive case in 
Fig. 16, [11], p. 68, without pursuing its significance further. 
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One of the other high-lights of Hicksian analysis, namely the stability of 
multi-exchange equilibrium,“ can be more easily described in terms of our 
basic diagrams, Fig. 5. As in the preceding sections, we shall confine the detailed 
analysis to one type of relationship. For this illustration, let us assume, this 
time, that Y is highly competitive with X and let us find the relationships 
between p, and p, expressing the conditions of partial equilibrium for the ex- 
change market of each commodity.“ 

A graph derived from Fig. 5d will be used in parallel with an Edgeworth- 
Hicks diagram.*® Let us assume that equilibrium on both exchange markets is 
reached at A and let us represent the corresponding pair of equilibrium prices 
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FiGcure 7. 


at a (Fig. 7). A fall in the price of X only, from p, to p. is represented by a shift 
of [X] to [X]’, in the direction away from 0. Let B and B’ respectively be the 
new separate equilibrium positions of the exchange market for Y and X (with 
y = const and x = const, respectively). Since Y is assumed competitive with X, 
the equilibrium price of Y will be smaller at B and B’ than at A, and smaller 
at B’ than at B. This follows directly from Fig. 5d by drawing the price iso- 
timetics [Y]’, [Y]’’ of a negative slope smaller in absolute value than that of 
[X]’ at B and B’. We have further to remark that the slope of Oa is the ratio 
between the equilibrium prices and it is, therefore, equal to the marginal rate 
of substitution of Y for X at A. If, at this point of the argument, we take into 
consideration that Y is highly competitive with X and that this implies that the 

« Hicks, [11], Ch. V. 

“4 With Professor Hicks, we assume that market supplies 2, y) are fixed and that income 


effects are ignored. 
45 Edgeworth, [5], Vol. I, pp. 129-130; Hicks, [11], p. 68. 
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marginal rate of substitution of Y for X is smaller at A than at B’ and smaller 
at B’ than at B, we obtain the new pair of equilibrium prices at 6 and b’, as 
shown in Fig. 7b. From this, we determine the relative slopes of XX’, YY’ 
representing the relationship between p, and p, when the X and Y exchange 
markets are separately in equilibrium. Fig. 7b is identical with the last graph of 
Professor Hicks’ Fig. 16, [11], p. 68. The necessity for his using a third com- 
modity, 7’, now appears clear. This can be dispensed with if the iitle of his last 
graph is changed to: Y highly competitive with X. To be consistent throughout, 
the title of his first graph should be changed to: X and Y mildly competitive. 


vI 


Provided we leave out of the picture the limiting cases of full complementarity 
and of full competitiveness, we can be sure that Fig. 5 contains all possible cases 
which the relationship between X and Y can reveal. Indeed, it will suffice to go 
over the argument relating to Fig. 4 in order to see that, if the principle of de- 
creasing marginal rate of substitution or the strong principle of decreasing 
marginal utility is assumed, under no circumstance can the absolute slope, of the 
isotimetic [Y] be steeper than that of [X] at the same point. In other words, 
the blades of the scissors formed by [|X] and [Y] could not cross past each other. 

Furthermore, to each graph of Fig. 5 there corresponds a unique Edgeworth- 
Hicks diagram which can be obtained following the same steps used in the 
preceding section. Consequently, ignoring the case of independence, as well as 
other limiting cases, the analysis of multi-exchange equilibrium can lead only 
to one of the three diagrams used by Professor Hicks in his Fig. 16, [11], and to 
no other. With their help, Professor Hicks proved in a simple and elegant way 
the extremely important result regarding the stability of multi-exchange equi- 
librium. 

At this point, it becomes almost a necessity to examine what would happen if 
the limiting cases are considered also. This leads us to examine all limiting and 
border-line cases. 

The extreme limit of complementarity—full complementarity—and that of 
competitiveness—full competitiveness—correspond to the case in which the 
isotimetics [X] and [Y] coincide, the only difference between the two extremes 
being in the signs of the slopes of the isotimetics. The other two special cases, 
mentioned here for the sake of unity, are those of independence and of quasi- 
constant marginal utility (of quasi-constant marginal rate of substitution). 
The former is the border-line case between complementarity and competitiveness, 
while the latter lies between mild and high competitiveness. The interpretation 
of each special case presents no difficulty. 

Let us refer first to full complementarity in the Edgeworth-Pareto sense. Ob- 
viously, this includes the text-book example of the key and lock—the rigid 
complementarity—but the latter is only a particular case. As [X] and [Y] coin- 
cide, each [X], or [Y], is also an income-consumption curve for the appropriate 
set of prices. In this case, along an income-consumption curve the marginal 
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utility of money is constant. Conversely, if the marginal utility of money is 
constant along an income-consumption curve—i.e., the marginal utility depends 
only upon prices—this curve must coincide with [X] and [Y].** It is easy to see 
that the income comsumption curve will be a straight line, not necessarily 
passing through the origin. Indeed, if an increase in income Ay brings about an 
increase of Au in utility and the increases Ar, Ay of X and Y respectively, the 
next additional increases equal to Az, Ay will necessitate a new increase in in- 
come equal to Ay and, in the present scheme, will cause the utility to increase 
exactly by Au. Full complementarity means therefore that any additional in- 
come (not necessarily beginning at the level zero) will be spent in the same pro- 
portions on X and Y, provided prices remain constant. Examples approximating 
this extreme case may be found in that ‘‘conspicuous’”’ consumption, when any 
additional income above a certain level is divided in a constant ratio—varying 
with the price ratio—between, say, servants and decorative dwellings. 

The case of full competitiveness presents the same properties as that of full 
complementarity except that the income-consumption curve is negatively in- 
clined. One may think of X being a nutritious but not tasty food, and of Y 
being less nourishing but more palatable than X. Any additional increase in 
income will very probably bring about an increase Ay in the consumption of Y 
and a proportionate decrease Az, in that of X, the ratio between Ay and Az 
varying with the price ratio of the two commodities.” Full competitiveness 
includes the case of perfect substitutability when [X} and [Y] coincide also with 
the indifference curves, which, in this case, must be straight lines. Finally, the 
border-line case between mild and high competitiveness (Y highly competitive 
with X) is that in which [Y] coincides with the indifference curve (u). This is 
the case we referred to above as the quasi-constant marginal utility (of Y). 
The term seems justified by the parallelism (in the direction of Y) of all in- 
difference curves. 

As an illustration of the results which can be obtained along the same line, 
if the third dimension in Fig. 5 is Marshall-Hicks money, let us refer to the 
extreme case of full complementarity. In this case, it is seen that money is a 
perfect substitute for combinations of constant proportions of X and Y which 
is another transparent property of extreme complementarity. But the relevant 
conclusion is that the knowledge of p. , p, will fail to determine the equilibrium 
of the consumer. Since [X] and [Y] coincide, it means that if the marginal price 
of X is given, that of Y is implicitly determined. The curves XX’, YY’ in 
Professor Hicks’ notations, [11], p. 68, must therefore coincide if X and Y are 
fully complementary (as well as if X and Y are fully competitive). Equilibrium 
of the multi-exchange market becomes indifferent and, therefore, indifferently 
stable. What we usually represent in theory by curves is very often a simplified 
representation of a more complicated and less sharply defined phenomenon— 


4* The constancy of marginal utility of money in this sense as well as in the sense of 
Marshall-Hicks, should not be confused with either of the two definitions given to this 
concept by Samuelson (24], despite his statement to the contrary (ibid., p. 80). 

' This is the extreme case of Y highly competitive with X. 
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which would be better pictured as a penumbra.* Consequently, one may ask 
whether the initial intuition of Professor Hicks regarding ‘extreme comple- 
mentarity” [11], p. 77, should not be reconsidered, at least in relatior to the 
degree of stability. 

It should be observed, however, that the preceding analysis shows clearly 
that in Professor Hicks’ theoretical setup there is no place for a degree of in- 
stability greater than that of the indifferent equilibrium. Indeed, in order to 
have a clear-cut case of instability, the relationship between X and Y should be 
described by graphs other than those of Fig. 5; but this, as already mentioned, 
is prevented by the principle of decreasing marginal rate of substitution. 


vil 

It has become clear by now that the impossibility of the isotimetics [X] and 
{Y] crossing past each other is only another form of the strong principle of 
decreasing marginal utility or of that of decreasing marginal rate of substitution. 
But this impossibility is equivalent to a more transparent property: 

(VIL.1) If the marginal rate of substitution for Y for money (or the marginal 
utility of Y) remains constant while X increases, the marginal rate of substitution 
of X for money (or the marginal utility of X) decreases. 

We reached by a different way a well known theorem,*® which is, however, 
a particular case of a more general one.*® The approach followed in this paper 
enables us to offer for the latter the following economic interpretation: 

(VII.2) If X increases, while either the amount or the evaluation of every other 
commodity is kept constant, then the evaluation of X decreases. 

The word evaluation stands here either for ‘“‘marginal utility” or for “marginal 
rate of substitution for money.” This formulation covers both types of evalua- 
tion—subjective and objective—revealing thus their intrinsic similarity. Under 
the first interpretation, (VII.2) is equivalent to the strong principle of decreasing 
marginal utility; under the second, to that of decreasing marginal rate of sub- 
stitution. Either of these principles finds in (VII.2) an intuitive economic 
interpretation.* 

Looked at from another angle, (VII.2) constitutes a straightforward generaliza- 
tion of the crude principle of decreasing marginal utility. In order to grasp the 

“8 Taussig, [28], p. 407. Also Georgescu-Roegen, [8], pp. 583, 587. 

*® Hicks, [11], p. 309; Samuelson, [23], p. 109, Relation (72). 

6° Hicks, [11], pp. 52 and 311; Samuelson, [23], p. 109, Relation (71). 

5! The proposition (VII.2) is nothing else than the economic interpretation of the maxi- 
mization conditions found in the early writings only as purely mathematical inequalities: 


Ors Pry Ore 
Pre Cry 
@zz < 0, > 0, | Cuz Cvy Ove <G--: 
Pus uy 
Cre Cry Suz 


Cf., Pareto, [20], p. 577. For Pareto’s scheme, ¢ is the utility function. If the interpreta- 
tion of ¢ is changed so that m + ¢ = 0 is the indifference variety, the above conditions ex- 
press the general principle of the decreasing marginal rate of substitution. 
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essence of this generalization, one should recall that, in the crude principle, the 
constancy of the amounts of the commodities other than Y is intended to 
eliminate the influence of the other commodities upon the change in utility 
due to a change in X. However, when the crude principle was first introduced 
into economics, its originators were not aware of the inter-dependences of 
- utilities. Under the assumption of independent commodities, keeping the amount 
of a commodity constant and keeping its marginal utility constant are one and 
the same thing. These two conditions necessarily acquire a distinct individuality 
if the “‘classical’’ assumption of independent commodities is dropped. A general- 
ization of the crude principle applied to X must naturally consider the aniounts 
as well as the marginal utilities of all commodities other than X. This is what 
(VII.2) does. 

Now we are in a position to perceive the economic meaning of the difference 
between the strong principle of decreasing marginal utility and the classical 
hybrid set consisting of both the crude principle of decreasing marginal utility 
and the principle of decreasing marginal rate of substitution. The difference 
must crystalize itself into some exception to (VII.2). This is the possibility of 
the isotimetics crossing past each other, i.e., going beyond the limiting cases of 
full complementarity and full competitiveness. In other words, the hybrid set 
allows for the existence of excessive complementarity or excessive competitive- 
ness. These excessive relationships require that 

The marginal utility of X should increase with X if the marginal utility of Y 
ts kept constant. 

The possibility of such excessive relationships becomes therefore the test case 
between the strong (or the generalized) principle of decreasing marginal utility 
and the classical hybrid set of postulates. The decision as to which one of these 
two rationales describes better the consumer’s behavior depends largely upon 
whether some evidence can be offered for the possible existence of excessive 
complementarity or excessive competitiveness. 

Frequently, in both economic and econometric models, we either postulate 
explicitly that utility is measurable or we reason as if this were so. Therefore, 
the question of what type of postulate is adopted for describing the decreasing 
marginal utility is not of negligible importance since the admissibility of exces- 
sive complementarity and excessive competitiveness depends upon this choice. 
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THE RE-EXAMINING OF KEYNESIAN ECONOMICS 
IN THE LIGHT OF EMPLOYMENT EXPERIENCE* 


CLARENCE PHILBROOK 
University of North Carolina 


If the plenitude of observations since 1940 were equaled by the ease of dis- 
covering their total meaning, we should perhaps be able by a few twists of the 
time series to lay to rest the controversy between Keynesism and old-fashioned 
orthodoxy. But choice between theories requires the “critical experiment,” and 
one of the most difficult of tasks is the designing of such—especially those of the 
sort available in the laboratory of history. So it is not strange that students of 
society—most of us—fall into one of two categories of imperfect scientists. One 
group, much concerned that the bases of experiment design be sound, rightly 
devote great effort to exploring the internal logic of theoretical systems but, 
wrongly from an ideal standpoint, often stop short of discovering new experi- 
ments or even of repeating old ones. The other group, in proper eagerness to 
look at the world in order to know the world, often “settle cheap” with regard to 
making sure the “experiment” is a significant one, and so allocate effort unduly 
in favor of observation or statistical manipulation. 

Both groups are proper objects of concern, but at present the latter will serve 
as my whipping boys. I shall not dwell on oversimple conclusions from employ- 
ment experience, although, however absent they may be from the formal po- 
sitions of members of such groups as this, they have, one suspects, been rather 
influential on the climate of thought. (I have in mind, for example, the con- 
clusion that our high employment since the early forties proves Keynes wrong, 
or that the same thing in its relation to government spending proves Keynes 
right.) However, with deliberate naivete, I have for the most part followed the 
“simple” lead and taken literally “employment experience” as the thing from 
which light is presumably to be shed upon Keynesian economics, and for two 
reasons. First, this approach has enabled me to run through an exercise which 
may serve to discourage oversimple “tests’”’ while restating a central part of an 
orientation making for sound union between reasoning and observation. Second, 
it has furnished me an excuse for bringing up issues which most desperately 
need to be fought through to consensus. 

We cannot, of course, assure ourselves that any theory tells the ultimate truth; 
and scientific study becomes a matter of trying to discover which of the many 
theories we can devise is the least bad one—to a large degree a matter of finding 
which best fits the observations. A critical experiment, then, will consist of an 


* A paper presented at the Twenty-first Annual Conference of the Southern Economic 
Association on November 16, 1951. For stimulating discussion bearing on the content of this 
paper, I am indebted to my colleagues, Mr. George M. Woodward, Major Robert L. Bunt- 
ing, and Professors Thomas M. Stanback and Dudley J. Cowden. Mr. Woodward has in- 
creased my debt by his judicious criticism of form. 
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event from which two or more theories respectively predict observable conse- 
quences which are different in observable ways. 

To agree on predictions from Keynesism, we must agree on what Keynesian 
theory is; and we shall be lucky if we do not get stalled here. We can presumably 
agree that, at its most general level, the theory is that income and employment 
constitute a variable which must adjust until it brings into being a set of values 
of the fundamental functions—liquidity preference, consumption, and marginal 
efficiency of capital—which will be mutually consistent and consistent with the 
quantity of money. 

As to substance, it is not the stagnation hypothesis, although our “hunches” 
about economic progress will influence the amount of worry engendered by 
Keynesian theory. As a theory of underemployment, the essence of Keynes is 
that, should full employment exist and full-employment savings ex ante come 
to be an amount which, if invested, would drive the marginal efficiency of 
capital below the current rate of interest, employment would not automatically 
be maintained, or restored from the decline which would occur. The stagnation 
hypothesis does dramatize the crucial nature of the position of the curve of 
marginal efficiency of capital, which, tossed about as it is in the laps of the gods 
of economic progress, may perchance stand at a level resulting in full employ- 
ment but by no means need do so and, if it fails, carries in its failure no seed of a 
cure for the defect. 

I therefore assume (1) that, with a constant population, for some time economic 
progress has been such that the marginal efficiency curve for capital has stood 
just high enough to absorb full-employment savings at a constant rate of interest 
and @2) that suddenly this progress declines so that the marginal efficiency of 
capital curve stands lower and (3) that we are able to observe the facts. The 
question is, will the consequences predicted by Keynesian theory and those 
predicted by orthodox theory differ in such a way that each set can be compared 
with the actual consequences and one or the other be found inferior? 

In contrast to the “natural’’ Keynesian forecast, the prediction presumed 
“natural” to orthodox theory is that employment would be restored to the old 
level. (We are, of course, leaping over the painful adjustment, to the 
new equilibrium expected by each.) But we must tread carefully lest we stumble 
over assumptions. If we are to find a historical development from which the 
two theories lead to different predictions, we must make sure it is under identical 
assumptions that the clashing predictions arise. : 

In the first place, consider the assumptions concerning the quantity of money. 

The assumption “‘natural’’ to orthodox theory is that the quantity of money 
has some lower limit to its contraction. It is probably useful to regard the idea 
as logically derived from contemplation of a “‘natural’’ economy. By this loaded 
term I mean primarily a monetary garden of Eden in which the snake of ac- 
quistiveness has not yet led us to taste the poisonous fruit of banking. Here in- 
cipient unemployment would not drastically curtail the money commodity, and 
indeed would rather increase it. A constant quantity will represent adequately 
the old orthodox implied assumption. 
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The assumption “natural’’ to Keynes too often slips out of the foreground 
where it belongs: the quantity of money remains constant in a very special 
sense—that is, when measured in wage units. Thus, in our hypothetical case if 
we saw unemployment which we thought reflected ‘‘Keynesian” equilibrium and 
also observed that wage rates fell during the period, it must be true also that the 
number of dollars fell proportionately; or, if we observed that the number of 
dollars rose, it must be true also that wage rates rose proportionately. 

To look for clashing predictions under identical conditions we must on grounds 
of monetary assumptions, then, consider two questions. First, with a constant 
number of dollars would Keynesian theory deny restoration of full employment? 
Second, with a constant quantity of money in wage units would orthodox theory 
deny underemployment equilibrium? 

Next, as to wage rates, the assumption natural to orthodoxy is some flexibility, 
and apparently natural to Keynesism is rigidity. However, we need not on this 
account proliferate our questions. A constant number of dollars along with wage 
rigidity yields, of course, a constant quantity of money in wage units; and if 
orthodoxy did not deny underemployment equilibrium where the constancy of 
money in wage units was achieved in this manner, it would not do so where this 
was achieved by reducing the number of dollars in proportion as wage rates fell. 

Thus, still only two questions are necessary. First, would Keynes deny that 
full employment would be restored if the number of dollars remained constant 
and wage rates were flexible? Second, would the orthodox deny underemploy- 
ment equilibrium if the number of dollars were constant and wage rates rigid? 

What does Keynesism say of a constant number of dollars and flexible wage 
rates? Keynes’s own discussion, as well as the clear logic of the case, makes 
evident that, as wage rates declined and the quantity of money in wage units, 
therefore, increased, the rate of interest would decline to whatever extent was 
necessary to absorb savings. (The theory under consideration refers, of course, to 
the ‘general case’’ of sloping liquidity preference, and not to the essentially un- 
related case where the rate of interest has reached an ultimate “lenders’ mini- 
mum.”’) Thus, what liquidity preference will affect is, not employment, but the 
degree to which wage rates and the price level must fall. One might add a force 
which common sense calls for, which has been increasingly hard for Keynesians 
to neglect, and which has been admitted by various Keynesians such as Lange and 
Lerner: namely, that the increasing value of cash balances must raise the con- 
sumption function. Thus, since both theories predict the same thing with regard 
to employment—namely, its restoration,—then even in a neat world where we 
found money constant and wage rates flexible mere observation of the employ- 
ment index would not furnish a critical experiment, a basis for choice between 
the theories. 

There remains the second question, whether orthodox theory would deny 
underemployment equilibrium if wage rates remained rigid and the number of 
dollars were constant. Here we seem at least to be approaching an area where 
critical experiments may be found. For in this context it seems at first, or second, 
blush fair to hold orthodox theory to an implication that unemployment would 

















24 CLARENCE PHILBROOK 


not continue, even in a world which was ‘‘Keynesian” in the sense that prices 
did not fall. The force to restore employment would be of the following nature. 
Existing cash balances would, of course, have no greater real value than before 
the unemployment began. But real and money income would be lower, making 
real balances a larger proportion of real income than before. This should have 
effects of two sorts. As to consumption, real expenditure should increase (in 
relation to the new, lower level). As to investment, part of the cash balances 
could then be described in old-fashioned terms as uninvested savings—a part 
made larger by the fall of real and money income; and these would be thrown 
on the loan market, driving down the rate of interest. 

Yet the way is not clear to a critical experiment. In the first place, the leaders 
of orthodoxy would grant, although Keynes did not rest upon the idea, that the 
curve of marginal ‘convenience and security” of cash balances would be less than 
perfectly inelastic, so that, when the offering of loanable funds drove down the 
rate of interest, somewhat greater cash balances would be planned for. If so, 
total expenditure, and hence employment, would not be fully restored. Thus, 
taking orthodoxy in this ‘‘Pigovian” form, we fail again to get a critical experi- 
ment. For the issue cannot be assured of hinging upon anything but matters of 
degree of unemployment; and how shall we know what degree of unemployment 
arising in the conditions under discussion would force acceptance of an orthodox 
interpretation in preference to a Keynesian, or vice versa? And this point is 
reinforced by thoughts on expectations, presented below. 

It might be supposed, however, that we could succeed, at least if we took as 
orthodoxy the “extreme’’ hypothesis that the quantity of real balances demanded 
is absolutely unaffected by the rate of interest. For, according to this notion, 
old cash-balance habits should re-assert themselves, and it might appear that 
employment should be fully restored. But if the demand for capital is quite 
elastic, as orthodoxy would suppose, then, even though money income were re- 
stored, more of it would go to capital and the demand for labor would be lower. 
Thus, again we are left with differences of only degree, and the questions raised 
above on such differences apply, as does the point yet to be made on expectations. 
It seems indeed questionable, then, that we shall derive a critical experiment in 
terms of employment experience as such. 

But perhaps we have merely cleared away the distractions to deriving a test 
purely in terms of money income, which would serve for at least the more 
questionable form of orthodoxy. For, if money income stays down, will not any 
economist-pilgrim seeking an orthodox heaven of theory feel, hot upon his neck, 
the breath of the Prince of Stagnation? Must he be dragged down to the Key- 
nesian abyss, or will the grace of Pigou, Robertson, and Knight suffice for his 
salvation? The kindly light should lead, I believe, along at least two paths. 

The first path may be approached by asking at what time money income would 
be expected to return to its old level and, more specifically, what is the role of 
expectations in determining the time. That role is affected by the complex of 
“exogenous” factors by reference to which expectations are in notable part 
formulated. Was the constancy of the quantity of money predictable—that is, 
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guaranteed by any element in the institutional framework? How much was the 
government toying with the idea of nationalized industry, increasing business 
taxes, encouraging labor monopoly, and doing other things which raise questions 
about the future of business earnings? And indeed, one ought to add, how much 
influence was enjoyed by new theories which lent themselves to prediction of 
permanent depression? Unfavorable elements of these sorts may create stagnation 
for a period which is of unassignable limit and unamenable to measurement. 
Before deciding that even the ‘‘extremely orthodox” force for income restoration 
was absent, one would have to satisfy himself that such elements were no stronger 
than before the decline. 

The second path is rough and, I think, not thoroughly marked in spite of the 
notable pilgrims who have set foot upon it. If saving is done “through the 
banks,” savers are letting their deposits grow. If the banks “pass on the savings 
to industry,” they must do so by expanding the total of outstanding loans— 
that is, by increasing the quantity of money. Thus a constant quantity of money 
“as determined by the banks” would not in the first place have sustained money 
income. Moreover, if the banks had been expanding to match these savings and 
our case of fallen marginal efficiency of capital developed (or if thrift increased), 
is there any mechanism (at least in our case of rigid wage rates) through which 
surplus reserves would assuredly be made sufficient, er through which such 
surplus reserves as existed would “make their weight felt” to such a degree as to 
induce bankers to put them to work even at the necessary, lower rate of interest? 
Before capitulating to the “liquidity-trap’”’ explanation, our orthodox theorist 
ought to satisfy himself whether there is a banking trap which, to be sure, would 
constitute a liquidity trap but which would have different bases and call for 
entirely different analytical treatment from the Keynesian. 

The conclusion, then, would seem to be that critical experiments cannot consist 
of simply observing either employment or money income in the face of that widely 
feared phenomenon, misbehavior of the marginal efficiency of capital in relation 
to thriftiness. Obviously this does not close off the avenues of enquiry. Although 
the two theories permitted the same directional effects, each often presented a 
different route by which the economy was said to arrive at the end point. When 
the rate of interest fell with dollars constant, Keynesism said this change was due 
to an increased quantity of money in real terms in conjunction with a sloping 
liquidity preference curve, while orthodoxy said the rate fell because savers 
threw their funds on the market. Keynes thought the brunt of maintaining em- 
ployment would then fall on the investment effect of the change in the rate of 
interest, while orthodoxy said that also the increased real value of cash balances 
would raise the consumption function. Each difference of route is likely to offer 
pairs of different hypotheses. Each pair of hypotheses may be inspected to see 
wiether the implications of one fit the observations while those of the other do 
not. The examples cited suggest many statistical studies in which economists 
are trying todo just that; and all who would be worthy of the tradition of Smith 
and Marshall, great observers both, must cheer for the effort. 

But painful care is required in formulating the question. What much of the 
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endless theoretical controversy is basically about is, what would constitute 
critical experiments. And the prospects are not always bright either for success- 
fully conceiving these or for carrying them out. Certainly to furnish sound hcpe 
of success, careful inspection of the internal logic of the parts of the two theories 
is necessary. Indeed, I suspect that so far the greater part of such progress as we 
have achieved toward consensus has come through students’ forcing each other 
to reappraise the significance of “things that everybody knows.” 

Especially because we cannot be sure when, if ever, we shall by statistics 
settle all the questions we might wish to, it seems well to expand the theme that it 
is critical experiments which must be sought—that is, questions the answers to 
which will do some good: let us use theory fully to avoid dwelling on unnecessary 
issues. We might ask whether the very question of which is the correct theory is 
necessary. For surely the overwhelming obligation of economists today is to 
reach the utmost consensus on policy which their individual visions of truth 
permit. These two theories point to the same policies, provided only that we 
mean what we say about wishing to maintain a system of free enterprise, while 
agreeing that downward pressure on wage rates is to be avoided as far as possible. 

The essential policies may be indicated under the following heads: 

(1) Aggregate demand: control at some level no more inflationary than that 
needed for a constant price level nor less so than that required by constant wage 
rates. 

(2) Expectations: unmistakable announcement of the aggregate demand rule. 

(3) Implementation: (a) the fixing of total government expenditures without 
reference to unemployment as such, although not without reference to relief of 
distress as such; (b) for secular increase of money, revenue deficits; (c) for cyclical 
offsets, open-market operations, with revenue variations aiding in any case and 
available for greater use if necessary. 

(4) Wage rates: encouragement of practices such that wage rates rise wherever 
at the current wage the number of workers demanded exceeds the number 
available, and fall in the opposite case. 

A sufficient reason for making public expenditure variation a device only of 
last resort is that no one—Professor Hansen no more than others—seriously 
means to reduce expenditures when aggregate demand needs reduction. A one- 
way control is no control; and, by adopting this device with the now-popular 
perspective, we should be lucky indeed to escape a fair formula for inadvertent 
development of collectivism: namely, against inflation, raise taxes—against 
depression, raise expenditures. 

As to wage policy, there are those who will wish to regard the essence of 
Keynesism as consisting of the statement that wage rates are rigid and nothing 
can be done about that. These persons will emphasize that they are realistic, 
that they are studying “things as they are.’’ This suggests a parable of the staff 
of mechanics called to inspect a stalled automobile. Imbued with the spirit of 
realism and so knowing that only ivory-tower mechanics studied ideal or 
“normal” machines, they, of course, went out and got the facts about this 
particular machine and took them as given. These facts included that one 
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passenger, because his comfort really was best served by doing so, kept his foot 
under the accelerator pedal, which therefore could not be depressed. The mechan- 
ics’ prognostication was that the car could only be pushed about. True, one 
mechanic timidly suggested that the logic of this machine called for having no 
feet under the accelerator; but his colleagues, noting the large size and irritable 
disposition of the owner of the foot, assured him that such a notion was not to be 
mentioned, since the other occupants could never sufficiently influence the 
crucial passenger, and customers were already too few to risk making an enemy. 
The armchair mechanic ventured that perhaps the other occupants could decide 
for themselves how much they could influence the large passenger, and indeed, 
if the alternatives were put clearly before him rather than obscured, even the 
large passenger might yield; but of course this foolish idealism led no one astray 
from hard-headed practicality. 

The reason for the policy of encouraging flexible wage rates is simply that a 
free-enterprise system cannot long function without it, according to Keynesian 
or any other reasoning. The much-misinterpreted wage-price spiral has brought 
that fact nearer home to even many Keynesians. (The evolution of Professor 
Lerner’s thinking should be highly instructive.) A nominally free-enterprise 
society repudiating the market criterion here must, lacking as it will other 
definite criteria, eventually find itself in the position to which we seem now to 
have attained, where no policies adequate to continuance of free enterprise are 
politically feasible. 

If the arguments brought together here are sound, consensus on policy is 
logically possible. We should like to know as much truth as we can; therefore, 
let us work toward more, and especially better, empirical studies. At the same 
time let us not hide in such studies from the even more pressing obligation of 
trying to see the picture whole. Let us rather gird ourselves grimly and spring to 
battle in those figurative armchairs where, contrary to public impression, the 
most strenuous and agonizing of struggles occur. And let us bring the prizes 
of our struggles together, in conclaves such as this, there to see them torn from 
us and mangled, to the hurt of our superficial pride, but yet remolded to help 
make a better weapon against the army of errors which attack us in our search 
for the means to the good society. 





MODERN WELFARE ECONOMICS AND PUBLIC POLICY: 
CLARK LEE ALLEN 
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Economists have from the inception of their discipline been interested in wel- 
fare propositions and public policy. Although some of the classical economists 
purported to conceive the scope of economics in terms so narrow as to exclude 
the consideration of matters relating to human happiness—insisting that these 
were proper materials for the subject of legislation but not of political economy*— 
they not infrequently intermingled policy recommendations and analysis, and 
the attitude of the classical writers toward such topics as the corn laws, free 
trade, taxation, monopoly, currency reform, et alii are well known. The utili- 
tarians, too, with their concern with the “hedonistic calculus” and the problem 
of “the general optimum”’ were interested in the policy implications of their 
analysis. Misgivings among economists resulting from their inability to measure 
utility and to make interpersonal utility comparisons did not seriously deter 
them from making policy recommendations during the first three decades of 
the present century. Marshall had taken as a rule of thumb that “it would 
naturally be assumed that a shilling’s worth of gratification to one Englishman 
might be taken as equivalent with a shilling’s worth to another . . . until cause 
to the contrary were shown,’* and the prime neoclassical study of welfare 
economics, Pigou’s Economics of Welfare, was also based on Marshall’s equality 
postulate.‘ 

The significance for welfare economics of our inability to measure utility, 
and hence to make interpersonal comparisons of utility, was pointed up with 
the publication in 1932 of Professor Robbins’ An Essay on the Nature and Signifi- 
cance of Economic Science.’ If interpersonal utility comparisons cannot be made, 
and if a given economic “reorganization” makes some people better off and others 
worse off, there is no way to determine with precision whether society as a whole 
has gained or lost. To be objective and “scientific,” therefore, the economist 
qua economist has no basis for advocating or opposing policy innovations since 


1A paper presented at the Twenty-first Annual Conference of the Southern Economic 
Association on November 16, 1951. 

I wish to thank Professor Joseph J. Spengler and Professor James M. Buchanan for 
helpful suggestions and criticisms. 

? Nassau William Senior, An Outline of the Science of Political Economy, p. 2. Smith’s 
view was broader. He considered political economy ‘‘as a branch of the science of a states- 
man or legislator.’”? Adam Smith, Wealth of Nations, Book IV, Introduction. 

3 Alfred Marshall, Principles of Economics, 8th ed., p. 130. 

‘ For the development of welfare economics through Pigou, see Hla Myint, Theories of 
Welfare Economics (Cambridge, Mass., 1948). 

§ Lionel Robbins, An Essay on the Nature and Significance of Economic Science (London, 
1932). 
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virtually all changes help some individuals at the expense of others. On the basis 
of this analysis, it appeared that welfare economics could not be objective. The 
economist must either abandon the pretense of being scientific, or give up efforts 
to guide public policy. Welfare economics must be a matter of intuition and 
common sense, or it must be buried. It began to seem as if Professor Robbins 
had written an essay on the nature and insignificance of economic science. 

But this was not the end of the matter. Economists felt that some policies 
were, in fact, good and others bad. To insist that an economist could not con- 
demn monopoly was scarcely less an affront than to tell a preacher that he could 
not oppose sin. And, in addition, who was as able to recommend economic policy 
as the economist? He was, of course, intelligent. Secondly, he was informed. 
And, finally, he was objective and free from pressures. To prevent the economist 
from making economic policy recommendations was to deprive society of the 
most competent advice available to it.* And to insist that an economist qua 
economist must not make policy recommendations whereas in his role as citizen 
and taxpayer he might do so was to require a degree of schizophrenia which 
neither the economist nor society could find acceptable.’ 

Convinced that the old Pigouvian welfare economics was based on an inad- 
missible calculus, but that an economics which could not make policy prescrip- 
tions was largely useless,* economists during the last two decades have developed 
a new welfare economics which, it is hoped, can provide a scientific base for the 
establishment and application of criteria of propriety to economic policies.* 
Without attempting a general critique of the new welfare economics, an effort 
will be made in this paper to determine whether the new theory does in fact 
provide a scientific base for policy prescriptions and make possible objective 
recommendations without resorting to a cardinal measure of utility. The new 
welfare economics provides a rigorous, logical system, and it undeniably holds a 
high degree of fascination for the economic theorist, but is it sufficiently realistic 
to serve as a guide to policy makers? Does it provide the economist with a kit 
of tools with which he can make “scientific” policy decisions? Is the new welfare 
economics likely to be helpful, for example, to the President’s Council of Eco- 
nomic Advisors in formulating their policy recommendations? 

If these questions must receive a negative answer, and, in my judgment, they 
must, it is a matter of no mean significance. Welfare economics, unlike certain 
other branches of economic theory, is not exclusively a “‘pure” science.'® It repre- 
sents an effort to provide a theoretical framework which will be helpful in solving 
actual, practical problems. Frequently in the literature one finds an otherwise 


* For an incisive analysis of this point see Joseph J. Spengler, ‘‘Have Values a Place in 
Economics?,’”’ The international Journal of Ethics, XLVI (April, 1934), pp. 293-331. 

7Cf. I. M. D. Little, A Critique of Welfare Economics (Oxford, 1950), p. 267. 

*R. F. Harrod, ‘“‘Scope and Method of Economics,” Economic Journal, Vol. XLVIII 
(Sept., 1938), p. 397. 

* Melvin Warren Reder, Studies in the Theory of Welfare Economics (New York, 1947), 


p. 13. 
10 Cf. A..C. Pigou, The Economics of Welfare, 4th ed., (London, 1950), pp. 5-7. 
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acceptable solution rejected on the grounds that for some reason it is impracti- 
cable."' Welfare economics includes a good deal of “mental gymnastics,”’ but to 
the extent that it is nothing more than that, it has failed to accomplish its prime 


purpose. 
II 


Let us first consider very briefly a fundamental assumption of the new welfare 
economics. It is possible to conceive for each consumer an indifference map which 
will indicate the consumer’s preference attitudes toward various combinations 
of quantities of commodities X and Y. Combinations represented by points on 
“‘higher”’ indifference curves will represent greater degrees of satisfaction than 
points on “lower”’ indifference curves. The use of indifference curves is the stock- 
in-trade of the welfare economist since it avoids the necessity of measuring utility 
cardinally. One of the most elementary demonstrations of indifference-curve 
techniques is to show that if the price of X falls relative to the price of Y, the 
consumer is placed on a “higher” indifference curve, and is, accordingly “‘better 
off” than he was before. But this analysis assumes that the consumer’s attitude 
with reference to the preference of one combination of X and Y over another 
combination is wholly independent of the relative prices of X and Y; i.e., the 
“indifference map”’ of the consumer remains constant as prices (and income) 
change. But it is not clear that such an assumption is valid. Consumers’ prefer- 
ences for a particular commodity, for example, may be affected by its relative 
dearness, and some commodities may be desired primarily because they are 
expensive. If it is assumed, however, that the consumer’s indifference map 
shifts as relative prices change, there is no way to determine on an ordinal utility 
schedule whether the consumer is better off or worse off than he was before." 
If this criticism is valid, if would seem to throw considerable doubt on many of 
the conclusions which are treated as almost axiomatic by the new welfare 
economics.'? 

This analysis indicates that the new welfare economics is restricted not only 
to the extent that an increase in welfare can be determined only when A is made 
better off without anyone else being rendered worse off, but, in addition, even 
the determination of an improvement in A’s welfare is confined to the case in 
which A’s preferences are independent of relative commodity prices. This limiting 
factor has been largely ignored by the writers in the field, and the degree to which 
it restricts conclusions of the new welfare economics will have to be determined 
by empirical research in the field of economic psychology. 


Ill 


The remainder of this paper will be concerned with a consideration of certain 
economic problems together with the solutions worked out by the new welfare 


1 See, for example, Reder, op. cit., pp. 45, 48, 50-51, and 98. 

12 See Adolf Kozlik, ‘Application of the Indifference Curves Analysis to Rising Demand 
Curves,’’ American Economic Review, Vol. XX XIII (March, 1943), pp. 129-130. 

Cf. Kenneth E. Boulding, A Reconstruction of Economics (New York, 1950), p. 87, 
and Sidney Weintraub, Price Theory (New York, 1949), p. 25. 
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economics in an effort to evaluate the analysis as the basis for practical policy 
recommendations. The issue is this: Does modern welfare economics provide 
the base for objective welfare prescriptions in the real world? Is it now possible 
for the economist to make policy recommendations and at the same time to 
avoid interpersonal utility comparisons? 

Let us begin by considering the issue of direct versus indirect taxes. This 
appears to be an appropriate case for examination since it has been included in 
a popular intermediate theory textbook by an author who has upon occasion 
been critical of the work of the new welfare economics." 

Consider a consumer who has allocated the appropriate portion of his money 
income for expenditure on cigarettes, i.e., the amount determined by the point 
of tangency between the price-line and an indifference curve. Now suppose that 
a tax is imposed on cigarettes and the price rises by the amount of the tax. 
This gives rise to a shift in the price-line, and the consumer’s optimum allocation 
of income on cigarettes is determined by the point of tangency between the new 
price-line and an indifference curve. But now assume that the same amount of 
money is collected from the consumer by an income tax rather than by an excise 
tax. The new price-line will have the same slope as the original price-line but at 
a lower level, and it will be tangent to a higher indifference curve than the 
excise-tax price-line. The conclusion is, accordingly, that on welfare principles a 
direct tax is superior to an indirect tax, the rationale being that while any tax 
reduces the consumer’s spending power, thus placing him on a lower indiffer- 
ence curve, the indirect tax, in addition, distorts the inter-commodity price 
relationships and serves to worsen the consumer’s well being. 

But is the economist now prepared to advocate income taxes rather than 
excise taxes? Does it follow that indirect taxes should be repealed and replaced 
by direct taxes? As presented in the textbooks this appears to be the logical 
conclusion. But, unfortunately, the issue has become beclouded. Professor Bould- 
ing has demonstrated that while an income tax is, to be sure, superior to an 
excise tax, a progressive income tax leaves an individual worse off than a pro- 
portional income tax, which in turn, leaves the taxpayer worse off than a regres- 
sive income tax. But Boulding’s analysis indicates, furthermore, that better 
than any income tax is a “fixed tax independent of the amount earned.’”® 
His final conclusion is that ‘‘the ‘best’ tax on purely economic grounds is not an 
income tax at all but a property tax assessed on income-earning power rather 
than on income actually earned.’’'* Boulding concedes that the administrative 
difficulties of such a scheme make it impracticable, but even from purely theo- 
retical considerations, how much progress have we made if we give up efforts to 
make interpersonal utility comparison but discover that we must resort to 
attempts to measure interpersonal income-earning abilities?” 


4 George J. Stigler, The Theory of Price (New York, 1946); Stigler, ““The New Welfare 
Economics,’’ American Economic Review, Vol. XX XIII (June, 1943). 

‘6 Kenneth E. Boulding, Economic Analysis (New York, 1948), p. 774. 

18 Jbid., p. 775. 

"Cf. Eli Schwarz and Donald Moore, ‘‘The Distorting Effects of Direct Taxation: A 
Re-Evaluation,’’ American Economic Review, Vol. XLI (March, 1951), pp. 139-148. 
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Another type of criticism of this analysis is in order. It assumes that man as 
an economic being is a pleasure-maximizing machine, that he knows what will 
maximize his satisfaction, and the general welfare is the summation of the welfare 
of the individuals which comprise the society. Each of these assumptions is open 
to question. In our first illustration, the analysis indicated not only that the 
income tax placed the individual on a higher indifference curve than the excise 
tax, but it also pointed out that the consumption of cigarettes will be greater with 
the income tax than with the excise tax. Do we conclude that without exception 
the general welfare is greater if the consumption of cigarettes is increased? And 
if these were marihuana cigarettes, would the conclusion still hold? Indeed, if 
one assumes the macro-economic point of view and looks upon taxes as a device 
for reducing consumption in order to relieve inflationary pressures,'* the analysis 
indicates the superiority of excises over income taxes since they have the effect 
of reducing expenditure to a greater degree than income taxes do. And certainly 
one could scarcely deny that this is an important consideration to those interested 
in the economic aspects of welfare. It ‘seems not unfair to conclude that the new 
welfare economics has not provided us the necessary apparatus to resolve the 
issue of direct versus indirect taxes, but the best we can do is to say that it seems 
reasonable to assume that for some purposes at some times and at some places 
one form of tax may be superior, and under other circumstances the other may be 
preferable, and that usually some combination of the two may be properly 
employed.'* 


IV 


A basic question of concern to the welfare economist is whether under the 
conditions of the market any output of a given commodity X should be produced 
at all. Reder has considered the special case of the monopolist who is in a posi- 
tion to charge perfectly discriminatory prices for his product. The rule in such 
a case is that “if a perfectly discriminating monopoly could only just cover his 
total cost at his profit maximizing output, then it is a matter of indifference, 
from the welfare point of view, as to whether or not X is produced.’ Under these 
assumptions, each buyer is a “marginal” buyer, and the firm is a “marginal” 
seller, since each buyer is paying the maximum amount he would be willing to 
pay for a unit rather than do without it, aind the firm is just covering cost. The 
production of the goods does not increase or decrease welfare. Reder rejects this 
analysis as the basis for policy on the grounds of impracticability: “But whatever 
might be said for (or against) perfect discrimination in theory, it is, in practice 
impossible of attainment.” If one is to determine whether the area under the 


* Cf. Abba P. Lerner, The Economics of Control (New York, 1944), p. 307: “The purpose 
of taxation is never to raise money but to leave less in the hands of the taxpayer.” 

”% See Milton Friedman, ‘“The ‘Welfare’ Effects of an Income Tax and an Excise Tax,”’ 
Journal of Political Economy, XL (February, 1952), pp. 25-33, for a demonstration that 
**. . no general statement can be made about the relative effects on ‘welfare’ of what we 
have been calling ‘income taxes’ and ‘excise taxes.’ ’’ 

20 Reder, op. cit., p. 49. 

1 Tbid., pp. 50-51. 
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demand curve is equal to, less than, or greater than the total cost, he must have 
more precise data concerning the form of the firm’s demand and cost functions 
than are in practice available. The proximate nature of our information concern- 
ing the shape of demand curves is always a handicap, but in this case it is critical. 
One may say, for example, that to maximize profits the firm must produce to the 
point where marginal cost equals marginal revenue, and if it be objected that the 
firm has only vague notions concerning the shape of its cost and revenue curves 
and, accordingly, has no way to determine the most profitable output, one may 
reply that the rule holds none-the-less, and, although the firm cannot be con- 
demned for not knowing the unknowable, if it produces some greater or smaller 
output, it has not, in fact, maximized profit. But the welfare economist’s analysis 
requires that he must know the unknowable. He is to determine whether a firm 
should operate or not. To do this he must know what the area is under the firm’s 
demand curve. If there is significant uncertainty about the shape of the demand 
curve throughout its length, the analysis serves little purpose in determining 
appropriate policy. 


v 


Space remains to consider one more point, and that but briefly. 

Each firm should, according to the tenets of welfare economics produce to the 
point where price equals marginal cost if resources are to be allocated optimally 
in accordance with consumer preferences. This may result in the firm’s operating 
at a profit, breaking even, or showing a loss, but the rule, none-the-less, should 


be applied. Let us consider the case of the monopolist who has been maximizing 
profits by producing to the point where MR = MC. The new welfare rule, 
P = MC, is now made effective, presumably by governmental fiat. The profits 
of the monopolist are reduced, and he, accordingly, is made worse off. But if 
interpersonal utility comparisons are inadmissible, there is no way to demon- 
strate that, his loss is not greater than the rest of society’s gain. It will be neces- 
sary, accordingly, to devise a compensating tax to be levied on that segment of 
society which has benefited in order that a bounty equal to the old monopoly 
profit may be paid to the monopolist. 

Without reference to the practical difficulties of levying a tax on those who 
have gained as a result of increasing output to the point where P = MC but at 
the same time exercising care not to take from them more than they have gained 
by the increased production, two observations appear pertinent in this connec- 
tion. 

1. This implies that the monopolist is entitled to retain his monopoly profits, 
for to take them from him would be to leave him worse off than he was before. 
The economist, then, may condemn monopoly for its malallocation of resources, 
but he cannot “scientifically” oppose monopoly profits once they have been 
established. 

2. The program of the welfare economist requires governmental intervention 
on a permanent basis in determining production policies. And as Reder has 
pointed out, such intervention would not be confined to the “natural monopolies,” 
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but “this situation (monopoly) exists all over the economy.’ It is interesting 
to note in this connection that the only discussion of welfare economics in the 
Survey of Contemporary Economics, recently published by the American Eco- 
nomic Association, comes in Abram Bergson’s chapter on “Socialist Economics.’ 
If the choice, in fact, is between subjective capitalism and an objective socialism, 
many economists will, no doubt, choose the former. 

But if a compensating tax actually is to be levied, practical considerations 
must not be waived. Welfare economics is designed to help in the making of 
practical policy decisions. It is, then, appropriate to ask the question, Can a 
governmental brain trust or commissariat or bureau or commission determine 
for each wholly or partly monopolistic firm at what output P = MC? The 
experience of governmental agencies in regulating public utilities should be 
enlightening. The courts have decreed that a “business affected with a public 
interest”’ is entitled to “‘a fair return on a fair value”’; i.e., each such firm should 
produce to the point where P = AC if it be assumed that average cost includes 
normal! profit. But this analytically simple concept has been the basis of years of 
litigation involving property evaluations, disputes about the appropriate “‘rate 
base,” jurisdiction of state commissions and the federal courts, and it was with 
considerable relief that economists read in the Hope decision “‘that it is not the 
theory but the impact of the rate order which counts. If the total effect of the 
rate order cannot be said to be unjust and unreasonable, judicial inquiry under 
the act is at an end.’™ If the regulation of public utilities has been something 
less than satisfactory, similar efforts to regulate business generally may be 
presumed to have little prospect of success. 

v1 

Without taking space for a detailed summary, it seems appropriate to list 
several conclusions of this study. 

1. Modern welfare economics has an unfortunate conservative bias. If situation 
A prevails, the welfare economist cannot recommend the adoption of situation B 
if the economic reorganization involved would leave some people worse off than 
before. But if situation B prevails, the economist cannot urge the adoption of 
situation A. To the extent that economic changes would affect some individuals 
adversely, welfare economics provides a justification for maintaining the status 
quo. 

2. The use of compensating taxes and bounties provides little practical escape 
from the necessity of making interpersonal utility comparisons. In any society 
there almost certainly are individuals who have more than their share of eco- 
nomic goods no matter what principles for wealth distribution are accepted. But 
the major premise of the new welfare economics requires that no one be made 
worse off. And the practical difficulties of devising and getting public accep- 
tance of effective compensating taxes would probably be insurmountable. 


22 Ibid., p. 53. 

23 Howard S. Ellis, editor, A Survey of Contemporary Economics (Philadelphia, 1948), 
pp. 412-448. 

* Federal Power Commission v. Hope Gas Co., 320 U.S. 591 (1944) 602. 
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3. There is a real hazard that since governmental regulation of private indus- 
try to make P = MC appears not to be feasible, widespread government owner- 
ship and operation of industry would be the only workable alternative. It is 
paradoxical that although welfare economics has a conservative bias, it has to 
some degree already become the apologist for the welfare state. It may be that 
socialism is superior to capitalism, and it is quite possible that we are living 
through the last days of a dying capitalism, but it hardly seems appropriate to 
favor socialism on the grounds that without government ownership economics 
cannot be objective and scientific. 

4. It is not necessary to go as far as one recent critic of the new welfare eco- 
nomics who wrote that “any further extension of welfare theory is unlikely to 
be at all valuable, except as a mathematical exercise,’’® but one may be skeptical 
of the usefulness of welfare economics in providing a guide to policy makers in 
their every-day jobs of making economic decisions. There seems, in fact, to be 
real doubt as to whether there is a place for a separate division of economic 
theory which deals exclusively with practical policy determination. Any tool or 
technique of economic analysis which can be put to good use in the determina- 
tion of policy should be used, but it seems unlikely that economic policy-making 
can ever constitute a science. 

In final analysis, it would appear that welfare economics embraces two broad 
aspects: matters of equity and matters of efficiency. That there can be no such 
thing as a “‘scientific”’ ethics would seem to require no proof. But it is clear that 
economics can contribute to the objective analysis of the efficiency aspects of 
economic welfare.** Proposed economic reorganizations may be classified into 
four groups:”” 

1. Proposals which would injure their proponents as well as all others. 

2. Proposals which would benefit one group but injure others. 

3. Proposals which would benefit one group and be neutral in their effects on 
others. 

4. Proposals which would benefit all groups. 

The economist may make objective policy prescriptions with reference to all 
of these groups of proposals except number 2, which may, in fact, very well be 
the most important group. Even here the possibility of defining welfare in non- 
psychological terms should be fully explored. For many economic magnitudes 
indexes of welfare can be computed—e.g., the use of per capita income and 
measures of wealth and income distribution. It may even be possible to com- 
pute a composite welfare index from other indexes appropriately weighted. 

Welfare economics is, accordingly, limited in three respects: 

1. There are situations in which the assumptions of welfare economics do not 
describe reality, e.g., the assumption that consumer preference attitudes are 
independent of changes in prices and incomes. 

2. There are situations in which the analysis, though formally valid, cannot be 
applied because the necessary indexes are lacking. 

% Little, op. cit., p. 1. 

26 Cf. Tibor Scitovsky, Welfare and Competition (Chicago, 1951), p. 69. 

7 Spengler, op. cit., pp. 323-326. 
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3. There are situations in which the analysis is formally valid and adequate 
indexes are available, but the distribution of economic and/or political power 
prevents the translation of welfare findings into practice. 

We conclude that welfare economics is of limited usefulness in the determina- 
tion of appropriate economic policy. By accenting the limitations of welfare 
economics we do not wish to belittle its usefulness. Above all, we want to reject 
any view which would deny the economist his role as advisor on matters of eco- 
nomic policy. Even in matters of opinion, the economist’s views are as close to 
“expert opinion” as are available to our society. 





THE SIZE AND SHAPE OF THE MARKET AREA 
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I 


There has been increasing interest in recent years in the size and shape of the 
market area’ of a firm. This concern has resulted largely from the realization 
that manufacturing plants sell to buyers who are scattered over an area rather 
than to consumers who are concentrated within a market center. The locational 
triangles which once played so prominent a part in theory, therefore, have given 
way to broader models which attempt to determine the spatial features of a firm’s 
market. These recent models have presented conceptions of the firm’s market 
area ranging from the hexagon to a perfect or incomplete circle. 

The studies, which attempt explanation of the size and shape of the firm’s 
market area, are closely related to others that stress the locational interdepend- 
ence of firms. In analytical frameworks, these schools are, however, sharply 
distinguishable. The market area approach assumes fixed locations, and is, 
thereby, essentially an analysis of short-run phenomena. At best, it appears 
capable of yielding knowledge of some particular long-run equilibria in space, 
notwithstanding an attempt to derive a general equilibrium theory within its 
framework. On the other hand, the locational interdependence school hypothe- 
sizes either movable locations (without cost), or planned future locations; its 
framework is, inherently, designed for long-run analysis; its conclusions must be 
considered by those who hope to deduce a general equilibrium theory, within a 
market area framework. 

This article confines its interest largely to the market area type of analysis. 
It presents, in section II, a quasi-historical treatment of the more important con- 
tributions to market area analysis. This method of procedure offers a natural 
way of discussing changing directions of thought as well as problems and points 
of study that have been largely neglected. In section III, the locational inter- 


1 The author wishes to acknowledge his indebtedness to the Research Foundation of the 
Alabama Polytechnic Institute for a grant and for encouragement. Since this article was 
written, the author has become an economist with the Birmingham Office of Price Stabiliza- 
tion. The views mentioned in the article are not in any way associated with the philosophy 
or policy of the OPS. 

2? The term market area does not refer directly to square miles but to dollar volume of 
sales. Because, in spatial analysis, consumers are assumed to be evenly scattered and to 
have identical demands, this dollar volume of sales is made synonomous with the number 
of square miles of market area that is controlled by a firm. This identity will be assumed 
throughout the present article, except when otherwise indicated. 

A distinction between two types of market areas must, also, be kept in mind. One, the 
entire market area, will refer to the aggregate of homogeneous consumers dispersed over 
an area. Two, the market area of a firm, will refer to the homogeneous consumers who 
advantageously buy from this firm, thus purchasing nothing from its competitors. 
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dependence framework is examined in order to ascertain points of difference 
between it and the market area system, as well as limits to market area analysis. 
The fourth and final section presents suggestions for future analysis. In sum, 
this paper does not aim at a new theory; any innovation lies in classifying, tracing 
the development, and indicating the merits and shortcomings of the market area 
type of analysis of plant location and spatial equilibrium. 


II 


The size of a firm’s market area suggests the wisdom with which its plant 
location has been selected. Thus, if (1) buyers are assumed to be evenly scattered 
and to have identical demand schedules, (2) the market ‘s monopolistically 
competitive because firms are geographically dispersed, (3) all rivals charge a 
net-mill price which is marked up above their cost by the same sum, (4) the prod- 
uct is sold on a f.o.b. mill basis, and (5) the freight rates on the final product 
are the same for all sellers, the least cost producer will quote the lowest mill 
price and thus will capture the largest sales territory, i.e., market area. Under 
these assumptions, locational efficiency may be ascertained by investigating the 
size of the firm’s market area; the larger it is, the wiser is the locational choice. 

The sales price and the freight rate on the final product are the immediate 
determinants of a company’s market territory under the f.o.b. mill system of 
pricing. Any decrease, in either the freight rate or sales price of a firm, widens the 
market area controlled by this firm; any increase narrows this area.’ It follows 
that two sellers, located in different sectors, divide an entire market area equally 
between them, if their locations are symmetrical to the entire market area, and 
if they are burdened with the same freight rates, charge identical net-mill prices, 
and sell a homogeneous product.‘ This division produces a straight line sepa- 
rating the markets of each producer. (See MN, Figure 1-., where the entire 
market area is assumed to be in the form of a circle.*) ‘ 

By positing (1) heterogeneous duopoly because firms are geographically 
separated, (2) an entire market area circular in form, (3) f.o.b. mill system of 


* Hans Ritschl, ‘‘Reine und historische Dynamik des Standortes der Erzeugungszweize,”’ 
Schmoller Jahrbuch fiir Gesetzgehung, LI, 1927, pp. 813-870, and see pp. 814, 815, 816, 847, 
848, where Ritschl repeatedly stresses the fact that a lowering of freight rates increases 
the market area of a firm. 

‘ Frank Fetter, *‘The Economie Law of Market Areas,’’ Quaterly Journal of Economics, 
XXXIX, 1924, pp. 520-529, 527. It is deserving of special mention that Fetter is accredited 
by many «s the writer who stimulated interest in market areas. Before Fetter, John Bates 
Clark in his Control of Trusts, 1st ed., 1914, pp. 104-112, had inquired into this problem by 
describing the indifference line separating the market area of competitors. In fact, much 
earlier than this, a German writer (Launhardt) combined an analysis of cost orientations 
and market areas. Launhardt’s lack of reputation in the United States is due principally 
to the fact that his book is out of print and not generally available in this country. (Wilhelm 
Launhardt, Mathematische Begriindung der Volkswirtschaftslehre, 1885.) 

5 Each ‘irm (X and FY) is located at a point which minimizes the transport distance over 


the half-circle surrounding its plant. It can be shown that this point is at a distance x 
oT 


from the center of the circle, on the perpendicular bisector of the diameter of the circle. 
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pricing, (4) transport costs proportional to distance, (5) net-mill prices marked 
up above cost by the same sum, and (6) either a higher net-mill price and/or 
freight rate on the finished product for one enterpriser as compared to his rival, 
the straight line, dividing the entire market area, gives way to a curve. This 
curve bends backwards towards the plant which pays the higher freight rate 
and/or is burdened with higher costs of production.‘ (See MN, Figure 1-B.’) 
Freight and/or production cost disadvantages narrow the market area of a 
firm.’ In fact, the firm’s entire market may be destroyed if its net-mill price plus 
freight cost (to any and all buyers) exceed those of the other firm.® 


® See Erich Schneider, ‘‘Bemerkung zu einer Theorie der Raumwirtschaft,’’ Econometrica, 
ILf, 1935, pp. 79-101, 83-89, where these general propositions are proved by means of ele- 
mentary mathematics. Thus, Z; and Zz refer to the distance from the customers to pro- 
ducers | and 2 respectively; JJ; and JJ, are the factory prices for the respective producers; 
F is the constant freight rate on the final product, which is assumed to be the same for both 
sellers. Schneider then solves for the isostante (the indifference line between the come 
petitors). 

(17, + F(Z;) = Il, + F(Z) 

II, — I 

(2) Z1 Z:= PF 
If the prices at the factories are equal, Z,; = Zz . If JJ, # I]: , an hyperbolic curve results, 
which bends backwards towards the factory charging the higher price. i 

As soon as the constant freight charges are assumed unequal (e.g., because of ship- 
ments by water, railroad, highway, or rate policies of the different carriers), the equation 
for the indifference line becomes 

(3) Tl, + FZ, = Il; + FZ. ° 

If JJ, < II, , and F; < F: , a fourth degree curve bends around producer 2. If IZ, < IJ, 
but Ff; > F, , producer 2 gains control over the regions remotely situated from producer 1. 
If Il, = Il; 

Z, — F: 
Z,— Fi 

The isostante, in this case, is inversely proportional to the freight rate; it, therefore, 
takes the form of the circle of Apollonius. 

7 The curved line MN (Figure 1-B) represents the loci of points corresponding to the 
mileage differential needed to offset Y’s assumed advantage(s). Also see Hoover, The 
Location of Economic Activity, 1st ed., 1948, p. 53. 

8 It is worthy of note that when one firm suffers a freight cost or production cost dis- 
advantage, the long-run location of each firm may not be at the points described in foot- 
note 5. For example, if it is assumed that (1) costs of production are equal at all locations, 
but the freight rate on the final good is higher in one zone than the other, (2) the cost of 
transporting the final good is not too significant a part of delivered-to-customers cost, and 
(3) demand is highly inelastic, the firm in the higher rated zone gains by moving to a loca- 
tion near the center of the entire market area. This move increases its market area while 
not causing significant losses in sales to buyers situated far from the plant; further, this 
relocation forces the rival firm to move to a site proximate to its competitor. The actual 
long-run locations will be in the lower-rated zone; such sites minimize total freight costs 
on the final good, regardless of which method is used by the carriers in constructing rates 
between zones. 

The locational significance of American freight-rate structures may be seen also by 
reference to the practise of establishing rate advantages for freight moving in a particular 
direction. This type of system produces results similar to those described above. Firms 


(4) 
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The boundary separating the markets of two firms may take irregular shapes 
when transport costs increase at variable decreasing rates over longer distances. 
Mathematical determination of the nature of the curve depends upon the rates 
of change in the prices charged by each carrier and the values assigned to the 
constants (the freight rate applicable to the first unit of distance of each carrier). 
These freight rate progressions, which may produce equal freight charges for 
varying distances within particular mileage brackets, as well as lower mileage 
charges over longer distances, could yield a curve such as that shown by the 
MN line in Figure 1-C. Further, if a cheaper method of transport to parts of the 
entire market area is assumed to exist for one firm, a highly irregular boundary 


A B 


Fiaevure 1. 


becomes possible, and an invasion of territory quite near to the plant of a com- 
petitor may occur. (See MN and M’N’, Figure 1-D.) 

Carriers ofterl use “basing points” or “basing lines” in order to meet competi- 
tion of rival transport agencies. This practice further distorts market areas of 





minimize transport costs by sending more freight in the direction favored by the carrier, 
rather than vice versa. 

If the curve in Figure 1-B is due to production-cost differentials rather than freight-rate 
inequalities, firms may move near to or at the center of the market. More definite deter- 
mination of their long-run locations depends upon the costs hypothesized for the several 
locations, the conjectural beliefs of the locators as regards their rival’s plans, and other 
factors too numerous to examine in this article. 

* Fetter, op. cit., pp. 522. ““Both markets can exist so long as the price difference of the 
two markets is less than the full freight difference.’ 
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firms, for, when rates are reduced to certain points, the firm, which is so located 
as to reap this advantage, gains an expansion in its market area. The straight 
line that separates market areas, when net-mill prices and freight rates are equal, 
and competition is perfect except for geographical separation of firms, gives way 
to indentations following the outlines of carrier’s “basing areas.” (See MN, 
Figure 2-A.) In similar manner, a wave-like type of boundary appears if one 
carrier uses the group rate system of generally decreasing its rates with distance 
though charging a constant sum for given distances along its route, while the 
carrier in the other sector establishes freight mileage rates which not only de- 
crease relatively but also continuously over distance. (See MN, Figure 2-B.) 


A 3 


Fiaure 2. 


The price policies of firms also distort market areas. Thus, where duopolists 
are heterogeneous because firms are geographically separated, and one of the 
sellers uses a constant net-mill price under the f.o.b. mill system of pricing, while 
his rival adopts an identical net-mill price for proximate buyers but reduces 
this net-mill price for distant buyers, the boundary separating the firms becomes 
a curve, even though freight rates are equal. (See MN, Figure 2-C.) If two sellers, 
using the f.o.b. mill system, vary their net-mill price in such manner as to dis- 
criminate against nearer buyers in an identical way, a straight line divides the 
entire market area in half, assuming freight rates are equal. If both sellers use 
an equalizing delivered-price system (all customers pay the same delivered price 
regardless of location), the boundary between the sellers will be completely 
eliminated, except when marginal production costs plus freight on the final prod- 
uct limit the range of operations of one or both firms, and/or where contact 
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advantages and the importance of time-of-delivery form a market ring around a 
factory which cannot be penetrated by a distant seller. 

A sharp spatial division of markets is, similarly, precluded by the single or 
multiple basing-point systems of pricing, except when (1) the total delivered-to- 
customers cost of a firm is in excess of the price quoted at a given point(s), or 
(2) contact advantages and/or the impact of time-of-delivery create a market 
ring around the rival’s plant. In the initial case, a seller may voluntarily give up 
this buying point(s) to his rival, rather than sell at a delivered price(s) which 
does not cover marginal costs; while, in the second case, a seller may find that 


Frioure 3. 
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Ficure 4. 


he cannot invade the market area adjacent to his rival’s factory, without violat- 
ing the basing-point system of pricing. 

Such monopolistic features, as (1) heterogeneity of products, (2) spatial price 
discrimination whereby both sellers quote the same delivered price to buyers 
within given mileage brackets, or (3) identical group-rate systems by carriers 
prevent the MN lines drawn in Figures 1 and 2 from always being sharp and 
distinct. A zone of transition or indifference is found when markets are less than 
perfectly competitive for reasons in addition to space and number of sellers. 
Within this zone, some buyers (assumption 1 above) or all buyers (assumptions 
2 and 3 above) are indifferent to slight price differentials (assumption 1 above) 
or sellers (assumptions 2 and 3 above); in other words, an overlapping of market 
areas exists. This overlapping can be caused by freight absorption either by the 
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buyer,’® the seller, or the transfer agency." The dotted lines in Figure 3 define a 
zone of indifference. 

The models presented above emphasize the influence of two forces (the freight 
rate on the final product, and the sales price) on the size of firms’ market areas 
and the shape of the boundary line. But they do not advance understanding of 
the cost and demand limitations on the maximum extent of a firm’s market area, 
the necessary minimum size of its market area, the localization and/or dispersion 
of industry, and the number of producers in the market. One step towards an 
explanation of these problems was undertaken in the late 1930’s by Edgar M. 
Hoover.” 

In Hoover’s study, emphasis was given to the slope of the “‘margin line’’ (see 
ST, Figures 4) the line which represents the increase in delivered prices with 
growing distance from the mill. Any influence tending to cause convexity upward 
of this line (decreasing unit cost due to increasing scale of production, and/or 
nonproportionality of freight rates with distance) diminishes the number of 
independent sources of supply, while, at the same time, promoting an extension 
of the firm’s market area. (See ST, Figure 4A.) On the other hand, the steeper 
the slope of the margin lines, the greater are the number of different sources 
utilized and the smaller the market area for each."* Thus, as in Figure 4-B, the 
margin line first rises slowly and then sharply, thereby indicating that though 
freight rates are proportional to distance, or even increase at diminishing rates 
with greater distance, the expansion of output (market area of the firm) causes 
marginal! costs to rise so much as to produce a margin line which is concave 
upward. 

Besides marginal costs and freight, Hoover considers, (1) the distribution of 
consumers to be significant in determining the slope of the margin line. Should 
there be a concentration of buyers at a given distance from the seller’s plant, 
the steepness of the margin line would, if costs are increasing, be augmented at 
this point; and contrariwise. (2) The elasticities of demand of buyers who are 
located at given distances from the seller also affect the slope. This slope would 
increase with a smaller elasticity, and flatten with greater elasticity, if costs are 
increasing." 

‘0 See Hoover, The Location of Economic Activity, op. cit., pp. 58, 59, where differentia- 
tion as to product is cited as a cause of market overlapping. Also see August Lésch, Die 
rdumliche Ordnung der Wirtschaft, 1944, p. 8, wherein he cites heterogeneity as a cause of 
overlapping. The buyer, in effect, may willingly absorb freight on the preferred product. 

't The use of freight rates which in a relative sense tend to ignore distance. 

‘2 Location Theory and the Shoe and Leather Industries, 1937, pp. 12-23. 

'3 Hoover points out that returns to scale (increasing and decreasing) play a more vari 
able role than freight rates. See /bid, p. 20. And see p. 94, “So long as extension of the 
market lowers costs, the slope of the margin line will be less steep than that of the transport 
gradient. In fact it may be negative.” 

4 Tbid, p. 21. “If the demand is highly elastic, so that a great deal less is bought in such 
a case, then the extension of the market area may bring comparatively little increase in 
output and comparatively little rise in prices. . . . Elastic demand, then, is a factor tending 


to localize extractive industries.’ 
While Hoover’s solution of the effect of an elastic demand on the slope of the margin 
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According to Hoover’s analytical pattern, it can be concluded that, if (1) 
heterogeneous duopoly exists because firms are geographically separated, (2) 
rivals are situated at a distance from each other, though close enough to com- 
pete at points equidistant from their plants, (3) the entire market area is not 
being supplied by the existing sellers, (4) the freight rate on the final product is 
equal for each seller and proportional to distance, (5) the final product is sold 
on an f.o.b. mill basis, and (6) marginal costs increase with greater production, 
attempts by one firm to expand its market area will cause its net-mill price to 
rise and the boundary line to retreat and bend backwards towards this firm. 
Such expansion will be carried out only if the increase in sales to buyers located 
far from the rival establishment is sufficient to offset the loss in sales to (a) the 
original buyers who purchase less at the higher price, and (b) those former buyers 
who now purchase from the rival source. On the other hand, if marginal costs 
decrease with a given increase in output, the boundary line will move and bend 
away from the expanding firm. 

While Hoover’s analysis afforded valuable insight into the forces determining 
the number of producers, and the size of the firm’s market area, the problems of 
minimum size, maximum size, and localization or dispersion remained largely 
unsolved. An endeavor in these directions was made a few years later by August 
Lésch, in his Die rdéumliche Ordnung der Wirtschaft.'® Lésch sought to define 
further the economic region, a concept popularized by Ohlin,"® and in the process 
derived his “ideal economic region.” 

Lésch postulates a broad homogeneous plain with uniform transport features 
in all directions, and with an even scatter of sufficient raw materials. Further- 
more, the agricultural population is uniformly distributed over this plain, each 
individual having identical tastes, preferences, technical knowledge, and pro- 
duction opportunities; the result of these assumptions is the dotting of the plain 
with completely self-sufficient homesteads." 

Lésch begins his analysis by inquiring into the situation in which a farmer 
seeks to supply beer to others, in addition to himself. Though limited by freight 
costs, this would-be entrepreneur gains the advantages of larger scale of opera- 
tions and of specialization. If the market demand is sufficient, the farmer ad- 





line is indisputable, there is some questioning the applications he makes for his deduction. 
Firms might localize (or shall we say, a single firm may not have enough incentive to estab- 
lish a branch plant) and they would sell over a larger market area, but, more probably, 
and according to the school of writers which stresses the location interdependence of firms 
(see infra, section III), the existence of an elastic demand promotes dispersion. 

Probably, the contradiction in theory is due to the difference in emphasis among the 
writers in question. The type of approach used by Hoover takes location as datum, and, 
accordingly, is concerned primarily with the size and shape of the firm’s market area; the 
locational-interdependence school stresses the impact of demand on location, thereby 
confining its interest largely to the factor which causes firms to be attracted to or repulsed 
by each other. The extent and shape of the market area is of lesser interest to these writers 
than are the locational techniques for maximizing demand. 

% Op. cit. See, in particular, pp. 71-94. 

18 Interregional and International Trade, 1935. 

 Lésch, op. cit., p. 72. 
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vantageously sells over a circular area; if the demand is too small relative to costs, 
this would-be entrepreneur retires to his domicile. 

Under the assumptions that the market is monopolistically competitive because 
firms are geographically scattered, and that the demand curve for the individual 
farmer exceeds his costs at some levels of output, production is immediately 
profitable. But in time the entrance of competitors compresses the circular area 
into smaller and smaller size. This decrease in sales reflects the leftward shifting 
of the demand curve, which continues until the Chamberlinean tangential point 
is reached. 

3ut, the circular market areas of firms cannot remain; for, even though these 
ideal shapes are close enough to touch each other, perfect merging is impossible. 
Accordingly, profits continue and new firms enter; it is only when the circular 
area is reshaped in the form of a hexagon" that the equilibrium conditions can 
be satisfied.'* The ultimate balance in spatial competition is realized only when 
the hexagon is so reduced in size that profits are completely eliminated.” 


8 Lésch depicts the hexagon as the most perfect market area shape. It has the advantage 
of being most akin to the circle, and, therefore, as compared to other polygons, such as the 
triangle and square, shipping distance is minimized, and, accordingly, demand is maximized. 
It has the advantage over the circle in that the number of independent producers is the 
largest possible, while the elimination of the empty corners maximizes the demand of the 
entire population. See pp. 74-77. “Zusammenfassend kénnen wir festellen, dass das regel- 
miissige Sechseck um so mehr die vorteilhafteste Gebeitsform wird, je grésser und abgerun 
deter das Gesamtgebiet, je elastischer die Nachfrage an der Gebietsgrenze und je niher 
die notwendige Versendungsweite der méglichen ist,’’ p. 78. 

19 Lésch’s equilibrium is determined by a system of equations for which the first con- 
dition is, (1) that each producer maximizes his gains. This condition involves equality 
between marginal revenue aad marginal cost. The next three conditions require the num- 
ber of independent existences to be maximized. Thus, (2) all areas are served by at least 
one firm. This leads to the third condition, (3) that all extraordinary profits must disappear, 
for, under the competitive free-entry assumption, new rivals will eventually eliminate all 
rent-like incomes. This condition implies the fourth, (4) that the area served by each 
individual be the smallest possible; for, if the area served by it is too large, profits would 
exist. The fifth condition of equilibrium requires, (5) that any consumer on a boundary 
line be indifferent to the possible sources from which he can obtain a given commodity at 
minimum cost. Without this condition, the boundaries would overlap, and the points of 
indifference would take on zonal qualities. See Lésch, op. cit., pp. 65, €6. 

20 After establishing the hexagon as the ideal market or shape, Lésch views the trading 
area of the various products as nets of such hexagons. Depending upon the nature of the 
product, the respective sizes vary from very small hexagons to very large ones. By turning 
the nets around a common center, 6 sectors are obtained where production centers are most 
frequent, and 6 others result where production centers are scarce. The coincidence of many 
of these centers minimizes the freight burdens and perforce enhances the consumer demand 
by enabling purchases from many local mills. This is then the reason why Lésch maintains 
that industry tends to agglomerate. How many self-sufficient systems come into existence 
depends upon the commodity having the largest necessary shipping radius. These self- 
sufficient regions are styled the ideal economic region. See pp. 84-90. See also Francois 
Perroux, ‘‘Economic Space: Theory and Applications,’’ Quarterly Journal of Economics, 
LXIV, 1950, pp. 89-104, wherein the author inquires into the economic self-sufficient region. 
In a negative type of approach, Perroux states that the normal economic unit is that which 
if it happened to disappear would make the others inadequate. ‘It is, therefore, not the 
self-sufficient unit.’’ See pp. 103, 104. 
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Once Lésch drops the assumption of continuous settlements, the door is 
reopened to other polygonic and circular conceptions of the market area. These 
imperfectly shaped economic areas are due to the fact that sales to one com- 
munity may be insufficient to make production feasible. Sales to a more distant 
community are, therefore, necessary to cover costs. But, in fact, because this 
more distant community may contain a large number of buyers, its inclusion 
within the firm’s market area may bring profits.*' Obviously, if spatial concen- 
trations ©: sonsumers make profits possible, existing hexagonic shapes would be 
largely coi, iental and not always minimum in size. 


Ill 


While these theories of the market area of a firm are somewhat similar to the 
presentations which stress the interdependence of plant location, the objectives 
of the two approaches are not identical. The studies that have been outlined in 
section II are based upon assumed locations; from this point of departure, the 
size and shape of firms’ market areas are derived. The interdependence approach, 
on the other hand, seeks to find reasons for a particular location; it assumes 
freely movable locations and/or planned future locations; thus, it stresses the 
attraction or repulsion of a firm caused by the presence (existing or expected) 
of a rival at a specific location. These two approaches differ in analytical patterns; 
they are alike in emphasizing the monopolistic aspects of space.” 

The inquiries into the spatial interdependence of locations began with Ho- 


*! Op. cit., pp. 82, 83, “Als wichtigsten Ergebnis aber folgt aus dem Vorhergehenden, 
dass bei diskontinuierlicher Besiedlung auch die mégliche Grésse der Marktzebiete und die 
Zahl der von ihnen umfassten Siedlungen diskontinuierlich wachst. Das weiderum er- 
moglicht Sondergewinne. Denn wenn beispielsweise der Absatz an 32 Siedlungen notwendig 
wire, damit eine bestimmte Fabrikation sich lohnt, nach dem zu kleinen Gebiet Nr 13 mit 
31 Siedlungen aber ohne Ubergang gleich das unnétig grosse Gebiet 14 mit 36 Siedlungen 
kommt, so muss der Absatz sich eben auf 36 Siedlungen ausdehnen. Die Nachfragekurve 
schneidet dann die Kostenkurve, statt sir nur zu beriihren—und damit enstehen Sonder- 
gewinne in dieser Branche. Solche miissigen Gewinne sind geradezu die Regel, denn es ist 
ein Zufall, wenn die Nachfragekurve auf ihren Srpiingen die Kostenkurve eben noch 
beriihrt.”’ 

For other discussions on Léisch’s theory, see Stolper, ‘‘Book Review,’’ American Eco- 
nomic Review, XXXIII, Sept. 1943, pp. 626-636. 

Also see Walter Isard, ‘“The General Theory of Location and Space Economy,” Quarterly 
Journal of Economics, LXIII, 1949, pp. 476-506, 495-502. 

And see Lésch, ‘““The Nature of Economic Regions,’’ Southern Economic Journal, V, 
1938, pp. 71-78. 

Also see Gardner Ackley, ‘‘Spatial Competition In A Discontinuous Market,’’ Quarterly 
Journal of Economics, LVI, 1942, pp. 212-230, 212, wherein the central thesis is that spatial 
discontinuities induce monopolistic price behavior and offer profits. 

2 The writers, who are interested primarily in the spatial interdependence of firms, 
assume a linear market for methodological simplicity. They are not concerned, to a sig- 
nificant degree, with the problem of the size and shape of the market area of a firm. This 
school of thought, therefore, lies largely outside the scope of the present paper. Its brief 
mention here is for the purpose of showing the relationship between it and the market area 
school, and thereby to uncover certain limitations in the market area type of analysis 
described in section IT. 
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telling.“ By assuming (1) an even spatial scattering of consumers, (2) an infin- 
itely inelastic demand for the product of an industry, (3) equal costs of procuring 
and processing raw materials at all locations, (4) the same freight rate on the 
final product at all locations, (5) a perfectly competitive market except as re- 
gards space, and (6) sale of goods on an f.o.b. mill basis, Hotelling reasoned that 
firms would concentrate at the mid-point of the entire market area. From this 
vantage point, each firm could supply buyers located at the extremities of the 
entire market area while not surrendering locational advantage to rivals; the 
fact that the transportation cost on the final product could never lessen the 
amount of sales made at such points accounts for this result. 

Locational dispersion occurs once the demand assumption is changed to permit 
some elasticity in the buyer’s demand for a product.% With this precondition, 
freight costs become a limiting factor to sales. By locating at the center of the 
entire market area, any one firm could minimize freight costs and thereby maxi- 
mize sales. But once more than one firm is admitted to the conceptual picture, 
departure from the mid-point becomes profitable. Thus, if (1) consumers are 
assumed to have identical demands and to be scattered evenly over an area 
shaped in the form of a square, (2) the demand curve of each consumer is in 
the form of a straight line, negatively sloping, (3) the other assumptions listed 
earlier in this section are still applicable, and (4) a line is drawn horizontally 
from one side of the square to the opposite side, and in such way as to bisect 
these sides, one of two firms would locate at the first quartile point on this line, 
while the other firm would locate at the third quartile point. From these vantage 
points, each firm would monopolize half of the entire market area. Such loca- 
tions are the most profitable ones, for they maximize sales by minimizing transfer 
costs.” 

A spatial scattering of sellers is therefore the rule under the above assump- 
tions.” But once all factors” influencing locational interdependence are con- 


2H. Hotelling, ‘Stability in Competition,’’ Economic Journal, XXXIX, 1929, pp. 
41-57. 

* See A. Smithies, ‘“Optimum Location in Spatial Competition,’’ Journal of Political 
Economy, XLIX, 1941, pp. 423-439. 

And similarly, if a finite limit to an inelastic demand is assumed, firms will tend to dis- 
perse. See A. P. Lerner and H. W. Singer, ‘‘SSome Notes on Duopoly and Spatial Competi- 
tion,”’ Journal of Political Economy, XLV, 1937, pp. 145-186. 

25 These locations are at the same points as those which would be selected by the bi- 
plant monopolist. Such locational selections are termed ‘‘quasi monopolistic.’’ See Smithies, 
op. cit., p. 429. But if uncertainty exists regarding the competitor’s choice of a quartile 
location, for example, because the duopolists have long-been extremely competitive in 
price and location, both firms will be found at the center of the entire market area. 

26 Tésch’s somewhat deficient system can be brought into play at this point; the rec- 
tangular area belonging to the sellers thus being replaced more or less perfectly, in the 
long run, by a group of nonprofit hexagons, as population shifts in order to maximize its 
consumption. See footnotes 20 and 21. 

27 Space does not permit detailed examination of forces generally mentioned as deter- 
mining locational interdependence. Thus, the following discussion is severely condensed. 
It divides locational interdependence factors into two groups, pure and imperfect. 

(A) The Pure Factors include those economic forces which would create locational 
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sidered, concentrations at a few production centers may be explained. The 
market area type of analysis disregards factors of concentration; its framework 





interdependence (and thus the, possibility of concentration) in even such an economy as 
one where, (1) resources and population [at least in the precommercial (handicraft) econ- 
omy] are evenly distributed over a homogeneous plain, (2) there are no market imperfec- 
tions other than space and number of firms, and (3) rivals know that competitors will, 
generally, locate quasi-monopolistically, while competing actively in net-mill price. (The 
slightly less than perfect assurance of rivals’ location policies arises only when the pure 
factor is itself of such type as to cause uncertainty. See A-(2), (3), and (4), this footnote.) 
(1) The elasticity of the demand curve is a pure factor which influences concentration or 
dispersion of firms. The more inelastic the demand for the product of an industry, the 
greater is the tendency to concentrate (see Hotelling, op. cit., p. 52), and vice versa (see 
Morris Copeland, ‘‘Competing Products and Monopolistic Competition,”’ Quarterly Journal 
of Economics, LV, 1940-1941, pp. 1-35, 3, 23). (2) The shape of the marginal cost curve is 
another pure determinant of locational interdependence. If, in a given industry, this curve 
is negatively sloping, throughout almost all ranges of output, and the f.o.b. mill system of 
pricing is followed, the effect of freight cost is to cause a large increase in net-mill price, 
or, in other words, the freight cost absorption in price is slight, if not, in fact, negative. 
[To illustrate: when marginal costs are falling, the addition of freight costs to marginal 
costs causes the intersection of the marginal revenue and marginal cost (freight included) 
curve to occur at a relatively high point on the marginal cost (freight included) curve. 
This rather quick intersection of the marginal values calls forth a high net-mill price.] 
Because the existence of freight cost causes a relatively large increase in net-mill price, 
sales to buyers located at the extremities of the entire market area are small or non-existent. 
This condition signifies a narrow market area for the firm at the center of the entire market 
area; it encourages all competitors to disperse, and thereby to gain, lower freight costs, 
larger outputs, and concomitantly, lower production costs. But if marginal costs are in- 
creasing, the opposite type of conjecture is admissable. For, while firms would always gain 
by dispersing, ceteris paribus, the incentive is not quite so obvious when unit costs rise with 
expanding production. In this case, the relatively small increase in net-mill price on account 
of freight, or in other words, the large absorption of freight costs in price, signifies a rela- 
tively wide market area for the firm at the center of the entire market area. It tends to 
create uncertainty as regards dispersion of rivals, which, in turn, promotes concentration. 
(See Joan Robinson, The Economics of Imperfect Competition, 1934, pp. 30, 32, 55, and 
Chapter V, for discussions suggesting the impact of freight cost on net-mill price. Also 
see Smithies, op. cit.) And, note the difference in deductive findings in this type of analysis 
and Hoover's discussion of margin lines; a divergence in theory which is due to (a) the 
present inclusion of freight cost with marginal cost, and, accordingly, an examination of 
its impact on net-mill price, and (b) a consideration of the conjectural hypotheses of com- 
petitors as regards their rival’s locational selections. And see footnote 14. (3) The height 
of the freight rate is another pure determinant of locational interdependence. The lower 
the freight rate, the greater is the tendency to concentrate, and vice versa. (See Alfred 
Marshall, Principles of Economics, 8th ed., 1949, p. 273.) (4) Unequal costs (resulting from 
agglomerating advantages) at alternative locations is another pure factor governing 
localization or dispersion of industry; it tends to promote concentration at a few centers. 

(B) In addition to the above determinants, certain market imperfections, such as, per- 
sonal contact, uncertainty, competition from substitutable products, price policies, and 
unequal costs (different freight rate structures) influence concentration or dispersion of 
firms. Briefly, (1) where entrepreneurs believe that personal acquaintanceships with bank- 
ers, material suppliers, and customers facilitate procurement of loans, materials, and sales, 
the location of rivals will be of lesser force than if such belief was nonexistent. (See M. 
Greenhut, ‘‘Observations of Motives to Industry Location,” Southern Economic Journal, 
XVIII, pp. 225-228). (2) The less certain an entrepreneur is concerning the location policies 
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assumes that firms are never attracted to sites proximate to their rivals; thus 
it does not adequately explain (1) those cases where the market areas of firms 
are identical, nor (2) those cases where the market demand is largely concen- 
trated at a point. 

The location of and the size and shape of the market area of a firm have been 
drawn in market area analysis by abstracting from not only the imperfectly 
competitive but also the pure factors considered in the theory of locational 
interdependence. It follows that, with its given locations, the leading contribu- 
tion of market area analysis has been confined to a short-run horizon. It is in this 
time period that there exists the stochastic market areas and the dynamic changes 
in freight rates and mill prices which are so aptly described in market area 
diagrams. This type of analysis has, however, not yet succeeded in developing a 
pictorial representation of a general spatial equilibrium, nor does it seem likely 
that such can be accomplished;* more within its capacity are pictorial repre- 
sentations of many kinds of particular equilibria in space. 


IV 


Speculations on the size and shape of firms’ market areas have progressed 
from simple models, which analyze the boundary line separating two firms, to 
more ambitious studies, which attempt to describe the shape of firms’ market 
areas as the economy moves to a long-run equilibrium. Furthermore, recent 








of his rival(s), the less wiiling he will be to chance a location away from the center of the 
market area. If the firms in an industry are highly competitive in location as well as price, 
they will tend to concentrate. (See Smithies, op. cit., pp. 429-432, and see E. Chamberlin, 
The Theory of Monopolistic Competition, 5th ed., 1936, Appendix C.) (3) The greater the 
rivalry from differentiated products, the weaker is the expectation that competitors (homo- 
geneous and heterogeneous) will locate quasi-monopolistically with regard to the firm in 
question. (4) The basing point and equalizing delivered price systems tend to discourage 
dispersion. (See Gardner Ackley’s article on ‘Price Policies,’’ which is included in the 
National Resources Planning Board’s study, Jndustrial Location and Natural Resources, 
1943, and see Arthur Smithies, ‘“‘Aspects of the Basing Point System,’’ American Economic 
Review, XXXII, 1942, pp. 702-726.) And (5) unequal costs (different freight rate structures) 
at alternative locations promotes concentration. 

Obviously, we can add other factors to the list, such as, (1) uneven scatter of population, 
which may be caused by topographical differences, gregariousness, and, of course, the 
pure and imperfect forces cited above, (2) regional, and other, buyer types of prejudice 
and (3) the impact of time-of-delivery on sales. 

28 Because they inherently disregard dynamic factors of locational interdependence 
(especially the pure forces of location interdependence), it seems that attempts such as 
Lésth’s to explain a spatial general equilibrium, by ascertaining the size and shape of the 
firm’s market area, must remain of limited value. Another type of approach is needed for 
this particular objective. 

It is worthy of special note that Lésch’s system though inapplicable to a private capital- 
istic economy (for reasons cited above) is patently of value in economic planning. In fact, 
this is the use to which Léisch eyentually dedicated his theory. (See his reference to the 
then conquered areas of Soviet Russia, op. cit., p. 93: ‘‘Dennoch hat eine solche einfache 
Landschaft etwas Bestechendes, und vor allem ist sie wahrscheinlich das Ausserste, was 
bei bewusster Planung heute bewaltigt werden kann. Sie liegt denn auch, dem Einzelfall 
angepasst, der Neugliederung im Osten weithin zugrunde.’’) 
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market area analyses have been concerned, somewhat, with the factors that 
determine the number of production centers and the degree of concentration 
at these places. 

While these interests and emphases on underlying location factors are integral 
to economic thought, it is this writer’s belief that additional theoretical and 
empirical research on two particular forces is needed. The relationship between 
long-run marginal cost and price, and the relationship between freight cost and 
price must be more clearly defined. That is, at some point, diseconomies of scale 
and increasing freight costs (as the market-area expands) rise sufficiently relative 
to the prevailing and/or expected price to warrant the establishment of a branch 
plant or an entirely new organization.*® Theoretical and empirical data on these 
matters will further our understanding of the underlying structural pattern of 
economic society.*° 

2* It can be shown that when (1) marginal costs are constant, (2) the demand curve of 
homogeneous consumers is of the negatively sloping straight line variety, and (3) these 
consumers are evenly scattered, a spatial monopolist, who practises a nondiscriminatory 
f.o.b. price system, absorbs, in his net-mill price, no less than one-third of the freight cost 
to the most distant buyer. Thus, attempts to expand market areas lessen the value of the 
markets more proximate to the seller’s factory. Clearly a distance will be reached which is 
too remote from the plant to be included profitably within its market area. 

*° The literature on the market area of a firm still lacks an emphasis on as well as a 
sufficiently precise measurement of maximum size. Further, market area analysis lacks a 
complete (all-embracing) accounting for the firm’s minimum-size market area (which may 
be at a point, polygonic, or circular in shape). Until these two problems are solved either 
by the market area type of analysis and/or by an entirely different type of approach, much 
of our theorizing on the location of branch plants and/or new establishments, and on a 
spatial general equilibrium must remain fairly unproductive. 





INSTITUTIONAL ULTIMATES IN AMERICAN 
LABOR UNIONISM* 
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I 


One of the most persistent fears expressed in many quarters in recent years 
is that big labor unionism is slowly transforming our economy into one that will 
eventually be primarily socialistic. A prominent business leader says that 
“monopolistic labor unions able to dominate the nation’s economy would lead 
inevitably to nationalization of industry, {and that] at its present rate of growth, 
the issue would reach a showdown within five years.” It is said that industry- 
wide bargaining “encourages union autocracy, threatens the public welfare, 
throttles effective collective bargaining,’’ and induces “unsatisfactory compulsory 
arbitration.” All this “means the death of free enterprise.” Further it is held 
that minority pressure groups, of which labor unions are alleged to be the most 
powerful, are burdening us with increasingly more “socialistic” legislation, a 
trend in the course of which “Britain’s freedom-loving people were delivered 
into the clutches of socialistic doctrines by a partnership of ruthless leftist labor 
leaders” and which is bringing us “close to a socialized labor-union government.” 
Modern unions in particular are deemed an outstanding vehicle through whose 
medium this transformation is being achieved, the process being conscious in 


the sense that the new unionism—as represented by Walter Reuther, for example 
—is “more comprehensively critical of the present economic organization” 
and “may come ultimately to confess publicly [its] desire to lead the way to a 
new order, and unconscious and inexorable in the sense that “union demands 
may impose impossible financial burdens on the firm or industry, [and thus] it 
may become in fact nationalized.’”’ Indeed, this last line of thought is forced to 
the ultimate conclusion that ‘‘unionism and the private enterprise economy are 


21 


incompatible. 
That we are allegedly on the “slippery road to socialism’’ is averred daily, 


* I wish to express my appreciation to Professors Glenn W. Miller and H. Gordon Hayes, 
both of Ohio State University, and to Mr. Lewis Corey, Educational Director of the Amal- 
gamated Meat Cutters and Butcher Workmen of North America, for reading an earlier 
draft of this paper. 

' These excerpts and allusions are from published statements by Charles E. Wilson 
while president of the General Electric Company, in New York Times, August 31, 1949; 
Walter B. Weisenburger in “Why Management is Opposed to Industry-wide Collective 
Bargaining,’ The Sign, January, 1947; Herman W. Steinkraus, president of the Chamber 
Commerce of the United States, New York Times, November 17, 1949; Clarence B. Randall, 
vice president of the Inland Steel Company, in ‘Compulsory Arbitration,’”’ pamphlet of 
the National Association of Manufacturers, January 13, 1947; the literature of the Com- 
mittee for Constitutional Government and Fighters for Freedom; John T. Flynn in The 
Road Ahead (New York: The Devin-Adair Company, 1949); and Charles E. Lindblom, 
Unions and Capitalism (New Haven: Yale University Press, 1949) pp. v, 191, and 204-5. 
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not only by so-called crackpots but also by sincere, generally level-headed and 
respected groups and persons. They hold that social legislation is equivalent to 
socialistic legislation, and that a little of such legislation inevitably leads to 
much more, since the road is slippery, descending, and oneway.? They believe 
further that unionism, by virtue of its habitual support and even sponsorship 
of liberal social legislation, is committing itself to an irrevocable policy that in 
the long run will require supporting, sponsoring, and proselyting for considerably 
more radical and revolutionary legislation. In this way, socialism is seen to be 
the institutional ultimate or consequence of present trade union political and 
economic activities. Consciously or unconsciously, it is contended, unions are 
fostering socialism. This is the inexorable and ultimate institutional consequence 
of both the ideological propensities of and the behavioristic patterns in modern 
unionism. 

Whether this is so needs to be investigated. The present paper examines the 
ideological and behavioristic aspects of the “new unionism” and suggests a 
hypothesis about the probable future attitude toward the socialization of the 
American economy that unions are likely to develop in adjusting to the inter- 
play of economic events and ideological forces. It also suggests a hypothesis of 
the nature of unionism’s role in the contemporary struggle between economic 
groups for political power and social leadership. 


II 


Before examining this matter in detail, it is appropriate to review some of the 
most prominent theories of the labor movement to see what they judge to be 
the institutional function and logical ultimate of the labor movement. That is, 
what in their iews are the logical institutional consequences of labor union 
activities and aspirations. 

According to Sidney and Beatrice Webb a trade union is a “continuous as- 
sociation of wage-earners for the purpose of maintaining or improving the condi- 
tions of their working lives,” and has ‘a permanent function to fulfill in the demo- 
cratic state.’’* Despite the fact that they regarded unions as catalysts in the 
transformation of the capitalist society into a socialist society, they perceived 
trade unionism and socialism as rival forms of social organization.‘ George 
Bernard Shaw echoed this by contending that ‘“Trade unionism is not Socialism; 
it is the Capitalism of the Proletariat.”” He believed, moreover, that functionally 
“Tt is impossible to imagine a flatter contradiction” than that which exists 
between labor unions and socialism.® 


? See, for example, Herbert Hoover’s Stanford University speech, reported in New York 
Times, January 12, 1950, and Donald R. Richberg’s ‘‘When Big Labor and Big Government 
Strike Hands,” in American Affairs, Supplement to the Summer, 1950, issue, especially 
pp. 16 and 17. 

* Sidney and Beatrice Webb, in History of Trade Unionism (New York: Longmans Green 
and Co., 1894, 1920 ed.), p. 1, and in Industrial Democracy (New York: Longmans Green 
and Co., 1897, 1914 printing), p. 823. 

*S. and B. Webb, Industrial Democracy, p. 832. 

’ George Bernard Shaw, The Intelligent Woman's Guide to Capitalism and Socialism 
(New York: Brentano’s Inc., 1928), pp. 186 and 355. 
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Robert F. Hoxie contended that it is neither possible nor desirable to generalize 
about the nature of trade unionism as a solitary movement. He held that unions 
are an expression of a ‘group interpretation of the social situation in which the 
workers find themselves.’’ He left untouched the question of the ultimate place 
of unions in the social-economic order, saying only that their structural and 
ideological characteristics are functions of immediate conditions and the remedial 
program in the form of aims, policies, and methods they give rise to.° 

Frank Tannenbaum contends that the labor movement is the result of machine 
technology which threatens the security of the wage earner. The quest for the 
security sought through collective opposition to the effects of technology assumes 
constantly bigger proportions until finally the capitalist system is displaced by 
the type of “industrial democracy” envisioned by the Webbs, ‘‘an achievement 
which is implicit in the growth and development of the organized labor move- 
ment.” 

Profezsor Selig Perlman’s familiar thesis is that American unionism is prag- 
matic and opportunistic in theory and in practice, that it is not impelled by any 
single dominating ideology of an intellectual sort, that its aim is merely to spread 
the limited job opportunities and establish rules incident to these jobs, and that 
as a consequence the movement is not at all, as envisaged by many European 
theorists, ‘‘an abstract mass in the grip of an abstract force’’ whose destiny is to 
overthrow the prevailing economic order and establish a socialist society. Indeed, 
it is held to be a conservative movement, pervaded by “job consciousness” 
rather than class consciousness.® 

According to orthodox Marxism trade unions are the economic expression of 
the workers’ discontent and their animosity toward the exploiting class. It 
argues, however, that ‘“‘working-class consciousness cannot be genuinely political 
consciousness”’ because ‘Trade Unions. . . fail generally from limiting themselves 
to a guerilla war against the effects of the existing system, instead of simultane- 
ously trying to change it, instead of using their organized forces as a lever for 
the final emancipation of the working class, that is to say, the ultimate abolition 
of the wages system.” Hence it is deemed the job of loyal communists, “by 
constant and persistent work in the trade unions,” to transform them into or- 
ganizing centers with the political consciousness and the revolutionary mo- 
mentum that is necessary to achieve the radical goals of socialist intellectuals.* 


* Robert F. Hoxie, Trade Unionism in the United States (New York: D. Appleton and 
Co., 1921), p. 60. 

7 Frank Tannenbaum, The Labor Movement, Its Conservative Function and Social Con- 
sequences (New York: G. P. Putnam’s Sons, 1921), pp. 29 and 44. The same general thesis is 
repeated by Professor Tannenbaum in his recent work A Philosophy of Labor (New York: 
Alfred A. Knopf, 1951). 

8 Selig Perlman, A Theory of the Labor Movement (New York: Augustus M. Kelley, 1949, 
first published in 1928), pp. 3-10, 169, 232, and 282. 

*See Karl Marx and Friedrich Engels, The Communist Manifesto (1848), p. 33; V. I. 
Lenin, What Is to Be Done? (1902), pp. 596 and 609, and Left-wing Communism, An Infantile 
Disorder (1924), p. 862; Joseph Stalin, Foundations of Leninism (1926), p. 844; The Program 
of the Third Communist International (1928), p. 1038, all in A Handbook of Marzism (London: 
Victor Gollancz, Ltd., 1935), edited by Emile Burns. See also Paul M. Sweezy, The Theory 
of Capitalist Development (New York: Oxford University Press, 1942), p. 313, and Karl 
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However, as in the case of many of the Fabians, socialism and conventional 
trade unionism are held to be incompatible. Stalin has argued that in a socialist 
society unions are counter-revolutionary and factionalistic. They must be dis- 
empowered.'” 

Finally, there is the recently published theory of Professor Charles E. Lind- 
blom. He believes a fundamental incompatibility exists between trade unionism 
and capitalism, and that ultimately one or the other must go. He questions 
specifically the validity of the conservative interpretation of labor’s aspirations, 
contending that irrespective of the nature of its ultimate goals, the very size 
and consequent economic and coercive capacities of modern unionism, unless 
somehow curbed, must ultimately and inevitably lead to the demise of capitalist 
institutions.'' He holds that even if labor’s ideology is essentially conservative, 
as Perlman argues, the consequences cannot help but be revolutionary. Increas- 
ingly larger and more thoroughly integrated unions will eventually “impose 
impossible financial burdens on the firm or industry,” thus forcing nationaliza- 
tion as the owners’ power and determination to resist are weakened and finally 
completely destroyed.’? Above all, he suspects the progressive elements in 
American labor unionism of seeking ultimately to replace the present economic 
order with a collectivistic one. Thus socialism is not only the conscious goal of 
progressive unionism, but also the unconscious ultimate consequence of it. 

In large measure this conclusion is based, to repeat, on the anticipated con- 
sequences of the alleged ideological (or, at least, pragmatic) alliance of labor with 
liberal and progressive groups and its support of the legislation they favor. 
Since conservative groups tend to view such legislation as part of the march 
toward nationalization and collectivism, they believe that unions are becoming 
the greatest organized force behind the eventual socialization of American 
economic life. Moreover, they note that since the purpose of labor’s interest in 
national affairs is to create an environment in which certain economic securities 
are unconditionally guaranteed, its quest is likely to eventuate in government 
ownership of industry, since government, not being constrained to operate on 
a profit-and-loss basis, is likely to keep the machines running regardless of the 
dictates of ‘‘sound business principles.” 

For the last twenty years we have been witnessing the twilight of economic 
power as the most dominant institutional force in America. There is a regenera- 
tion of political power as the most effective way of achieving certain social and 
economic goals. As in pre-capitalist society, politics is again calling the economic 





Marx, Value, Price, and Profit (New York: International Publishers Co., 1935), edited by 
Eleanor Marx Aveling, p. 62. 

1° Joseph Stalin, op. cit., pp. 852-4. 

" Charles E. Lindblom, op. cit., pp. 204-5 and 191. 

2 This is the logical implication of Lindblom’s thesis, the intellectual antecedents of 
which may be found in Joseph A. Schumpeter’s Capitalism, Socialism, and Democracy 
(New York: Harpers and Bros., 1942, Second edition, 1947), esp. pp. 141-142. For an ap- 
plication of this analysis to the British experience see Donald Dewey’s ‘‘Professor Schum- 
peter on Socialism: The Case of Britain,’’ Journal of Political Economy, June, 1950, Vol. 
LVIII, No. 3, pp. 187-210. 
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tune, rather than economics calling the political tune. To use out of context an 
apt point made by Professor Schumpeter, “It is leadership rather than owner- 
ship that matters.” Labor unions now provide a new social leadership, for it 
is probably true that ‘““The power block most dominant in the American economy 
today is labor oriented.” In many ways, as the prophets of doom suggest, the 
leadership provided by unions limits the economic institutional alternatives 
available to the rest of us. But the theories reviewed above give us little if any 
insight into the manifold pragmatic considerations that are likely to shape 
unions’ choice of the alternatives. While it may be true that we need an “ideology 
for a laboristic economy,”'® we need much more critically a better understanding 
of the nature of labor union institutional ambitions—a mid-twentieth century 
crystallization of unions’ expected future political behavior. 


Ill 


The basic question is whether organized labor’s numerical growth and its 
growing intensive participation in political affairs is likely to lead to the collec- 
tivization of, or to a somewhat considerable centralized control over, the Ameri- 
can economy. Discussion of the question may be handled in three steps: one 
dealing with the pragmatic factors favoring labor’s pursuit of a course leading 
to such ends, another dealing with the pragmatic factors militating against 
labor pursuing such a course, and finally, a concluding evaluation and synthesis 
of these. 

Significantly, the argument that modern unionism is inexorably and deter- 
ministically driving us “down the slippery road to socialism” is not exclusively 
the reaction of the trembling conservative. It has supporters among heterodox 
labor theorists too. Typical of their arguments is that “‘. . . it isnot to be expected 
that the workers, handicapped by lack of economic resources, will refrain from 
trying to get the government into their hands in order to use it against their 
enemies. This is the inevitable logic of labor politics.’”"* A more contemporary 
and less Marxian counterpart argues that “Implicit in political action is that 
those who undertake it must be ready to take the reigns of government itself. . . . 
By its very nature it implies orientation for power. . . . Labor must either under- 
take the unification of all progressive elements behind it, for the purpose of 
achieving the leadership of the nation as a whole, or its political activity will be 
entirely ineffective. There is no middle course, or rather the middle course is only 
of indifferent import.’’” Another author has recently maintained that ‘the main 


13 Joseph A. Schumpeter, Business Cycles, A Theoretical, Historical, and Statistical 
Analysis of the Capitalist Process (New York: McGraw-Hill Book Co., 1937), Vol. I, p. 103. 

4 Joseph J. Spengler, ‘‘Power Blocks and the Formation and Content of Economic 
Decisions,’’ American Economic Review, Proceedings, May, 1950, Vol. XL, No. 2, p. 428. 

18 Rendigs Fels, ‘‘An Ideology for a Laboristic Economy,’’ Southern Economic Journal, 
January, 1950, Vol. XVI, No. 3, pp. 284-296. 

16 Arthur W. Calhoun, The Worker Looks at Government (New York: International 
Publishers Co., 1927), p. 159. 

1 Sidney Lens, Left, Right, and Center: Conflicting Forces in American Labor (Hinsdale, 
Ill.: Henry Regnery Co., 1949), p. 419. 
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drift” of unionism is toward the laborization of our political life and our govern- 
mental institutions. He holds that labor leaders must realize this and support a 
third political party in the United States if they want to retain power and posi- 
tion in the movement." 

These conclusions, whether by conservatives or active proponents of social 
change, are in terms of institutional necessity. They generally assume that 
organized labor will or must grow in size, power, ambition, and aggressiveness. 
And if not that, its pragmatic goal of trying to immunize itself against the 
vagaries of capitalism is seen to lead unconsciously to the eventual replacement 
of capitalism by a system characterized by considerable public ownership of 
industry and public control over economic processes. In effect, each of the theories 
by which the foregoing conclusions are derived maintains that whatever the 
aspirations of organized labor, they can only eventuate in the demise of capi- 
talism. No alternative is posited. Moreover, the theories demonstrate little 
awareness of impediments to this eventuality and no recognition of the vicarious 
elements in social change, of institutional inertia, of the conservatizing effect of 
power, of the torpidity of our cultural-economic norms, and of the behavior of 
society’s other functional groups in the meanwhile.'® In short, these analyses 
treat organized labor as a more or less isolated social datum, with the result 
that the inquiries deal with historical necessity rather than with developmental 
probability. Few theorists consider the possible alternative forms that the home- 
grown attitudes and policies of unions toward a constantly larger and more 
powerful government are likely to take. Few examine the changing motives and 
values of organized labor 

Undoubtedly certain aspects of the practices of modern American unionism 
lend support to the arguments on which the fears of impending socialism rest. 
But the question is whether collectivism is indeed the ultimate logical institu- 
tional consequence of the kind of government activities that unions currently 
favor as a means of maintaining full employment, a secularly increasing real 
wage rate, and basic social securities. More specifically, it is whether liberal 
social legislation and compensatory government fiscal and monetary policy will 
lead to socialism. And if they will, the question is whether unions may be expected 
to favor such an institutional arrangement when it becomes imminent. 

Since it is idle to speak of historical ultimates or inevitabilities in the sense of 
their being absolutely predetermined and therefore inescapable, the proponents 
of the argument that liberal social legislation and compensatory fiscal and 
monetary policy will lead to socialism can only mean that they have no faith in 
the capacity of these measures to insure full employment, a secularly rising wage 
rate, and basic social securities, or that if they can insure these the result will 
somehow fall short of satisfying organized labor. 


%C. Wright Mills, The New Men of Power: America’s Labor Leaders (New York: Har- 
court Brace and Co., 1948), p. 289. See also Chapter 13. 

1* For a study in the conservatizing influence of custom and economic necessity on union 
leaders, for example, see ‘‘Attitudes of ‘Progressive’ Trade Union Leaders,” by Alvin W. 
Gouldner, American Journal of Sociology, March, 1947, Vol. LII, No. 5, pp. 389-392. 
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In connection with the first of these, it is essential to recognize that one of the 
purposes of the legislation and policies now backed by unions is to accomplish 
by means that entail a minimum adjustment of society’s prevailing way of think- 
ing and doing things the things that many other nations seek to do by more 
comprehensively socialistic means. It can be argued with considerable confidence 
that if the people are alert and the Congress willing there is no reason why 
existing economic institutions need be changed in order to realize labor’s aims 
of full employment and stability. Certainly we know enough to prevent unem- 
ployment from getting out of hand. The government’s prompt and apparently 
effective response to the needs of critical unemployment areas in the Summer 
and the Fall of 1949 illustrates this point. Thus, within nine months after 
serious difficulties developed, joblessness was said to have been alleviated 
materially in 35 critical areas in fourteen states by channeling almost $73,000,000 
in federal purchases, construction contracts, and business loans into them.” 

There is every reason to expect government to act with a reasonable degree 
of speed in combatting developing unemployment in the future. This is to be 
expected not only because labor functions as an organized force for political 
action, but also because business and local governments will call for immediate 
federal relief. During the last twenty years business leaders have learned more 
scrupulously to define their self-interest. Hence they are now not only likely to 
support, but will actually demand government action during periods of threaten- 
ing unemployment, notwithstanding their formal, party-line opposition to the 
expansion of government activities in general. 

Still there remains the question of whether this “induced” stability will be 
acceptable to labor unions, for it depends in great measure upon whether the 
incumbent Congress and Administration choose to act, how quickly they decide 
to act, how soon they really act, and whether they act with sufficient determina- 
tion backed by adequate fiscal resources. Whether the necessity to depend on 
these uncertainties is likely to destroy the willingness of unions to rely on piece- 
meal and preventive government measures to insure stability can only be 
answered by a consideration of the alternatives unions judge to be available to 
them. In the end this reduces itself to the really fundamental! question of whether 
American unions may be expected to favor extensive economic controls, national 
economic planning, and widespread public ownership of the means of production. 

Mrs. Wootton observes that “‘conscious determination of production priorities 
implies also conscious regulation of relative wage rates. There must in fact be a 
plan for wages.’’ She believes, moreover, that “‘of all the possible points of 
conflict between conscious planning of priorities and traditional freedoms, the 
regulation of wages is likely to prove the most stormy.” Relying heavily on 
studies by Lord Beveridge and Mr. G. D. N. Worswick, Forsey concludes that 
even under full employment uniens “will have to undertake a drastic revision 


2?See “Sawyer Gets Plan to Aid Northeast,’’ New York Times, July 27, 1949, 
and ‘‘Federal Aid Held Reducing Joblessness,’’ New York Times, December 2, 1949. 

2! Barbara Wootton, Freedom Under Planning (Chapel Hill: University of North Carolina 
Press, 1945), pp. 104 and 102. 
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in both structure and policy,” and implies that under socialism this transforma- 
tion would be nothing short of revolutionary.” 

Obviously these are not pleasant prospects for unions that might otherwise 
be inclined to favor nationalization as a means of achieving sure-fire economic 
stability and security. The promise becomes even bleaker when we delve into 
the modern literature of socialist economics. As was shown, Lenin, Marx, the 
Webbs, and Shaw contended that under socialism unions must relinquish most 
of the powers and rights they enjoy under capitalism. The same view is held by 
economic theorists writing in the tradition of orthodox economics,” and by 
theorists concerned with the socialism of a more mixed economy.” 

But the coup de grace is administered by the late Professor Laski, an ardent 
socialist and one of the most outspoken supporters of trade unionism. Perfectly 
aware of the denial of the right to strike to unions in Soviet Russia, the refusal 
of unions to defend the individual member against overwork, Politbureau domi- 
nation of union activities, and the existence of burdensome restrictions on. union 
autonomy, he concluded that “‘it is probable that the Russian theory of the trade- 
union function is more likely to be valid in a planned democracy than the theories 
to which either British or American experience has given rise.’’** In a socialist 
economy unions will and must cease most independent efforts of control and 
amelioration because the state, being the personification of proletarian aims and 
aspirations, automatically does the needed job. Therefore ‘‘the process of collec- 
tive bargaining in a planned deniocracy will result in a different content in the 
idea of the workers’ freedom in industry than is involved in the habits of trade- 
unionism in a capitalist democracy.’”* 

These views are not spinnings of an idle theorist. The task of converting the 
fighting quality and aggressive ideology of a labor movement nurtured on con- 
flict and battle to creative cooperation is not of simple and short-run dimensions. 
Laski’s notion of a “‘new concept of freedom” was a completely practical issue 
in the socialized British industries during the regime of the labor government. 


22 Eugene Forsey, ‘“Trade Union Policy Under Full Employment,” in Jnsights Into Labor 
Issues (New York: Macmillan Co., 1948), edited by R. A. Lester and Joseph Shister, p. 313. 
The studies to which he refers are William H. Beveridge, Full Employment in a Free Society 
(New York, W. H. Norton and Co., 1945), and G. D. N. Worswick, “The Stability and 
Flexibility of Full Employment,”’ in The Economics of Full Employment: Siz Studies in 
Applied Economics (Oxford: Oxford University Institute of Economics, 1944). 

23 F. M. Taylor and Oskar Lange in On the Economic Theory of Socialism (Minneapolis: 
The University of Minnesota Press, 1938), edited by Benjamin FE. Lippincott; A. P. Lerner, 
The Economics of Control (New York: Macmillan Co., 1944); H. D. Dickinson, Economics of 
Socialism (New York: Oxford University Press, 1939), and E. F. M. Durbin, ‘‘Economic 
Calculus in a Planned Economy,”’ Economic Journal, December, 1936, Vol. XLVI, No. 
184, pp. 676-690. 

* Maurice Dobb, Political Economy and Capitalism (London: G. Routledge and Sons, 
Ltd., 1947), and “‘Saving and Investment in a Socialist Economy,’’ Economic Journal, 
December, 1939, Vol. XLIX, No. 196, pp. 713-728. 

** Harold J. Laski, Reflections on the Revolution of Our Time (New York: The Viking 
Press, 1943), p. 394. 

26 Thid., pp. 396-7. 
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The British Information Service reported that “unions [cannot] afford to take a 
narrowly partisan view. Changes in the industrial framework and in the country’s 
needs musi lead to a reconsideration by the unions of some of their functions and 
activities. ...In the new situation, the unions would have to reconsider their 
attitude to any of their own methods and practices which might be restrictive. 
These [stand] in a different light when the output of the industry [is] treated 
as a social product to be equitably apportioned for the benefit of the com- 
munity.’ And as early as 1946 Charles Dukes, president of the Trades Union 
Congress, said :* 


I will not pretend that this readjustment of the trade union point of view is going to 
be easy. ... The notion that there is an irreconcilable conflict between the employing 
authority and the worker will die hard. It will not be easy for the workers in a national- 
ized industry to see that their claims to improved conditions, better wages, and shorter 
hours of work must be balanced in a consideration of general social interests . . .; we as 
trade unionists will be called upon to exercise much patience in negotiations and to make 
real sacrifices, even where legitimate claims are in question . . . and we shall have to adapt 
the machinery of our unions, the training of our officers, and the education of our mem- 
bership in regard not only to the management of industrial enterprise but to the other 
tasks of our organized movement. 


That socialism and traditional trade unionism do not easily mix is an estab- 
lished fact. One of the two, and perhaps both, are likely to suffer in the amal- 
gamation. In order to achieve its aims, a laboristic or socialist government is 
obliged to pursue policies that are not likely to please trade unionists asked to 


vote such a government into power. Since such a government depends on union 
support for its existence, it may be forced to soften its labor policies to an extent 
incompatible with the achievement of the task for which it was put into office. 
Lawrence Klein, writing of Norway’s planned economy, observes that ‘Since 
the strength of the planning government lies in its trade union support, it is 
unlikely that direct controls will be tolerated in the labor market as long as 
workers retain their present suspicious attitude.’”® The labor governments in 
New Zealand and Australia also had difficulty in dealing with the unions that 
voted them into office.*° 

And the experience of the late French socialist premier Leon Blum illustrates 
equally well that socialism and traditional trade unionism do not mix; that 
labor must be prepared te sacrifice many of its hard-won rights and much of its 


27 “Trade Unionism in Britain,’’ Labor and Industry in Britain, Supplement to December, 
1949, issue, Vol. XII, No. 4, p. 15. Published by the British Information Service. 

28 Charles Dukes, ‘‘New Foundations of British Trade Unions,”’ an address to the annual 
convention of the British Trades Union Congress, 1946. Published and distributed by the 
British Information Service, ID 691. 

2° Lawrence Klein, ‘“‘Planned Economy in Norway,’’ American Economic Review, Decem- 
ber, 1948, Vol. XX XVIII, No. 6, p. 801. 

3° See Orwell deR. Foenander, ‘‘The Commonwealth Court of Conciliation and Arbitra- 
tion,” Quarterly Journal of Economics, August, 1949, Vol. LXIII, No. 3, pp. 408-429, and 
Benjamin H. Higgins, ‘‘Wage Fixing by Compulsory Arbitration—The Lesson of Australia,’”’ 
Social Research, September, 1951, Vol. 18, No. 3, pp. 335-369. 
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institutional power if it chooses to support a socialist government or proposes 
the nationalization of certain industries. Socialism calls for the abrogation of 
traditional union powers, the assumption by the rank and file of a spirit of na- 
tional purpose and sacrifice, for stern union discipline, the end of competitive 
union rivalry, and the development of a new policy of cooperation with man- 
agement. The most vivid and recent example of this is Communist China, where 
unions are being organized for the express purpose of enforcing industrial dis- 
cipline, and where the obtuse logic of Sovietization imposes more severe restric- 
tions on labor in nationalized enterprises than on labor in private enterprises." 
To the extent that American unions are aware of the sacrifices they would be 
obliged to make under socialism they are not likely to vote for socialism, and if 
they do, and if the experience of other nations is typical, they are likely to sus- 
pect the new government to the extent of pursuing policies that would thwart 
the achievement of the ends that government symbolizes. 

But it is unnecessary to go abroad for examples of labor conditions under 
government ownership that constitute a pragmatic barrier against labor’s being 
sympathetic toward nationalization. American federal, state, and local govern- 
ments have a long history of denying their employees union rights that have 
long been considered fundamental in contractual relations with private em- 
ployers. Only recently the prohibitions against effective unionism in the federal 
government and its agencies were strengthened by Section 305 of the Labor- 
Management Relations Act of 1947, according to which it is ‘‘unlawful for any 
individual employed by the United States or any agency thereof including wholly 
owned Government corporations to participate in any strike.” Of the relatively 
few federal government agencies and organizations that have negotiated and 
signed labor agreements with their employees,” the labor-management experience 
of the Tennessee Valley Authority has been the most publicized and is perhaps 
the most enlightened. However, despite the elaborate machinery for negotiation 
and the democratic settlement of disputes, the arrangement is distinctly restric- 
tive when viewed in light of the liberties unions enjoy in the private sector of 
the economy. Moreover, union gains in the private sector of the economy serve 
as a yardstick for determining TVA conditions. Under socialism such a yardstick, 
as well as the free conditions under which it operates, would be unavailable. 
Thus union members who have seen their standards of living and conditions of 
employment greatly improved through the strategic employment of the strike, 
either as a threat or as a reality, are not likely to back with equanimity the 
nationalization of the firm that employs them. 

The foregoing analysis, though cursory, suggests that unions will come to 
the realization that they may suffer institutionally more than they will gain in 
economic security under nationalization or socialism. It shows also that organized 
labor will be forced to reverse itself in many ways under such conditions, and 
that, in such cases as are available, labor has been reluctant (or at least very 


*! See New York Times, September 10, 1950. 
32 See Sterling D. Spero, Government as Employer (New York: Remsen Press, 1948), 
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slow) to make the necessary ideological and operational changes where they 
have been called for. 
IV 


In the final analysis the question of which of the two sets of pragmatic factors 
will most influence unions’ institutional choice, those favoring socialism or those 
militating against it, comes down to how much unions value their functional 
autonomy when confronted with an offer of reasonable economic security. The 
price-tag put on functional autonomy undoubtedly depends in great measure 
on the strength of the individualistic element in trade union ideology and 
practice. In American unionism, this element is exceptionally strong, even during 
depressions. On the other hand, the security suggested by the belief that we have 
mastered the art of keeping the machines running is extremely tenuous, depend- 
ing for its strength largely on the workers’ faith that the knowhow will be em- 
ployed promptly. While there is little evidence that this faith is strong, there is 
an element in the American character which precludes the necessity that it be 
strong in order to be effective. This element is the capacity of the community 
to face and experience adversity with relative matter-of-factness. It is typified 
by such easy-going phrases as “I’ll go along with that,” “It’s worth a try,” 
“Come hell or high water,” and “It was a tough fight, ma, but I won.” This 
kind of individualism, coupled with the more hard-headed “to hell with you” 
variety, is very likely to help swing the balance in favor of unions taking their 
chances with the less certain security promised by national fiscai and monetary 
policy rather than their favoring or fostering an actual transformation of the 
existing economic system. 

The more concrete facts of labor-management relations also support this con- 
clusion. Professor Bauder has observed that ‘“The American Federation of Labor 
was born in an atmosphere of socialism but socialistic principles were early 
discarded for trade unionism.” Lenin wrote long ago that successful trade 
unionism can only lead to compromise with capitalism and to the degeneration 
of the socialist movement.* This is precisely what has happened. Radical union- 
ism’s own momentum has conservatized its ideology and socialized the con- 
sciousness of its enemy, so that we have reached the counter-revolutionary stage 
at which Walter Reuther and Charles E. (General Motors) Wilson are photo- 
graphed arm in arm beaming like the Gold Dust twins. “Labor-management 
cooperation” is now the ideological May Pole around which the industrial rela- 
tions dance is performed, despite fears about the socialization of our economy. 
And the echoing of this cooperation refrain has not confined itself to situations 
in which conditions are already reasonably stable, for it was the theme song of 
the violent and bloody.-steel workers organizational drive as early as the late 
1930’s.*° : 

33 Russel Bauder, ‘“‘Three Interpretations of the American Trade Union Movement,” 
Social Forces, December, 1943, Vol. XXII, No. 2, p. 222. 

* V_I. Lenin, What Is to Be Done?, in Emile Burns, op. cit., pp. 592-3. 

%§See Clinton 8S. Golden and Harold J. Ruttenberg, The Dynamics of Industrial 
Democracy (New York: Harper and Bros., 1942), for a full account of the policies, methods, 





62 THEODORE LEVITT 


However, to say that unions are being conservatized is only to generalize 
superficial observations. The fact is that American unions have seldom been 
doctrinairely radical. They simply no longer find it necessary to behave bel- 
ligerently or radically. Except for the South, they have attained a high degree 
of respectability and community acceptance. Hence their leaders are in a position 
to show their better natures and permit mutuality to reign in the solution of 
problems of joint interest. Such issues as arise are likely to be settled peaceably. 
Professor Lester has summarized this matter nicely :** 


The bitterest and most costly battles in American labor history have been fought when 
employers have refused to recognize or deal with labor unions and have, consequently, 
declined to sign any agreements with them. Employer opposition to unions, of course, 
tends to foster militant, radical, and irresponsible leadership in labor organizations. 
When their organization is struggling for its very existence, workers tend to select fighting 
leaders. On the other hand, the business of bargaining, of negotiating agreements and 
of enforcing agreements tends to develop responsible and businesslike leadership in labor 
organizations. Such official responsibility tempers radicalism and causes union officials 
to consider the economics of the industry in which their members are employed. Labor 
leaders like Samuel Gompers and Sidney Hillman were socialists who firmly believed in 
the class struggle before they became “labor statesmen” engaged in the business of ad- 
ministering a union or a federation of unions. 


And Professor Slichter suggests the same thing when he writes that strong 
opposition of employers helped to strengthen the radical leadership.” 


The motive toward political radicalism in American unionism has been particu- 
larly weakened by recent changes in the federal government’s labor policies. 
Thus while for 15 years unions found government a willing supporter of their 
objectives, the passage of the Labor-Management Relations Act of 1947 has 
put a different complexion on what government is capable of doing. Again 
unions realize that the democratic state is a double-edged sword, capable of 
striking in opposite directions. Undoubtedly this will stimulate at least the new 
generation of labor people, which has tended to view government as a benefactor, 
to a more guarded evaluation of its ‘“‘beneficent”’ powers. While they are inten- 
sifying their political efforts to elect a more sympathetic government, they are 
placing less reliance on state aid and more on solving their problems in direct, 
unaided negotiation with management. The emphasis is on cooperating for 
solutions rather than on creating situations that will precipitate government 
intervention. 

The increasing emphasis on industrial psychology, industrial sociology, and 
human relations also points to a “less government”’ conception of labor relations. 
Unions and management are becoming increasingly aware that greater coopera- 





and philosophy of the Steel Workers Organizing Committee. SWOC even issued a pamphlet, 
Production Problems, to guide locals in cooperating with management. 

%® Richard A. Lester, The Economics of Labor (New York: Macmillan Co., 1941, 1947 
printing), p. 884. 

* Sumner H. Slichter, The Challenge of Industrial Relations (Ithaca: Cornell University 
Press, 1947), p. 10. 
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tion, both in economic and organizational afiairs, is essential to their mutual 
survival. Reviewing this trend and the elements that make it up, Professor 
Slichter is convinced that it is the key to a new high level of amicable industrial 
relations and smooth institutional adjustments.® Indeed, Millis and Montgomery 
show in a detailed tabulation that over the years an increasingly higher propor- 
tion of industrial disputes has been settled by compromise rather than fought 
out to a bitter, lopsided finish.** Moreover, the syndicalist features of the new 
labor-management era that are pointed to by Professor Lindblom (and were 
analyzed earlier by Neil W. Chamberlain with much less alarm) contain strong 
conservatizing possibilities in that the resulting closer familiarity of the labor 
leader with the economics of the firm is likely to make him a more informed and 
reasonable bargainer. Similarly, the practice of some large unions of purchasing 
common stocks in the companies whose employees they represent may have the 
effect of taking some of the alleged unreasonableness out of union demands, or 
at least of creating situations in which such demands are tempered by mitigating 
considerations. 

Loyalty investigations in government employments, as well as the severe 
restrictions on collective bargaining and strikes found in such employments, 
also tend to conservatize labor’s attitude toward government ownership, thus 
reducing the possibility of unions fulfilling any revolutionary doctrine according 
to which they are the vanguard of a new economic order. 

It is because of its alleged political power, of what it is accomplishing or is 
likely to accomplish by political means, that the ‘‘new unionism”’ is being feared 
increasingly as an agent of nationalization or socialism.*° This fear rests on two 
distinctly different thoughts. On the one hand, it imputes a conscious, ide- 
ologically socialist motive to unionism; and on the other, it rests on the notion 
that once capitalism’s line of resistance is in the slightest measure cracked, 
that once we embark on the kind of social legislation (which has been interpo- 
lated to mean socialistic legislation) that unions so actively support, we step on 
the slippery, descending road to inevitable socialism. Social legislation is not 
viewed as an act of human amelioration, but rather as a trend characterized by 
certain extremely unpalatable ultimates. 

With respect to the first of these thoughts, its votaries never present empirical 
evidence in its support. They only perpetuate the fiction concocted by their 
enemies that labor unions are inherently liberal, that they are the agents of some 
noble humanitarian ideal, or knights in shining armor bent on achieving high 
ethical goals. But simply because their current institutional goals and tactics 
happen to be well suited for the achievement of democratic rights, job democracy, 


% Sumner H. Slichter, Union Policies and Industrial Management (Washington: The 
Brookings Institution, 1941) pp. 560-4. 

3® Harry A. Millis and Royal E. Montgomery, Organized Labor (New York: McGraw- 
Hill Book Co., 1945), pp. 700-1. 

4° The Taft-Hartley restriction on union political activity is surely motivated by more 
than a righteous desire to protect the membership from the partisanship of its leaders. It is 
aimed distinctly against unions as a source of political power. 
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and the social and economic amelioration of an important functional group in 
our society, does not give unions any claim to inherent liberalism any more than 
did the program that led to the destruction of the conservative landed aristocracy 
give the nascent capitalist class any claim to inherent liberalism in England 
during the early 19th century. American unionism, whether of the William Green 
or the Walter Reuther variety, has no really controlling ideological impetus, 
despite efforts of self-sacrificing outside idealists and do-gooders to give it one. 
All the evidence lies in the direction of indicating that to the extent that unions 
are in politics they are in it for purely pragmatic and matter-of-fact rather than 
ideological reasons." 

But to the extent that union critics grant the absence of a radical or liberal 
ideology in American unionism, they parade the famous “slippery road” and 
“menace of creeping socialism” cliches to take over where their logic has failed. 
They assume that the social legislation for which unions proselyte is a cause 
and harbinger of the deluge, as much as is a trickle of water through a crack in 
a dike. But this theory is also untenable, particularly so in the United States. 
Any attempt to increase government authority in this country is always met 
with great moral indignation and recrimination. Each fresh attempt faces as 
much and often more resistance than the previous attempt. Repeated instances 
of extension of such authority do not soften the public to accepting succeeding 
suggestions for its extension. This phenomenon has been explained particularly 
well by a British anthropologist and student of the American character. He 
concludes that in the United States 


preference for “private enterprise” represents no reasoned belief in the superiority of 
one method of production or distribution over another; it is not necessarily a screen be- 
hind which personal interests and hopes for profit are defended; it is a deeply sincere, 
quansi-religious moral attitude, as little susceptible to rational argument as the Hindus’ 
aversion to killing cows. Since the resistance to government planning is fundamentally 
moral, each case has to be refought. The Tennessee Valley Authority is perhaps the most 
successful example of large-scale planning the world has yet seen; the desert has been 
made to blossom, great wealth has been added to the country, devastating floods have 
been controlled, whole populations are leading richer and healthier lives, and the enter- 
prise is financially solvent; one would have thought the case for the unified control of 
rivers passing through several states completely proven. But the case for the proposed 
Missouri Valley Authority has to be fought all over again; no precedent can alter the fact 
that the extension of authority is inherently evil, and to be resisted. 


Hence the road is not slippery. Indeed, it is uncomfortably firm and dry. 
Vv . 


The preponderance of evidence points to the improbability of labor actively 
supporting, or passively permitting the nationalization or socialization of the 


* Indeed, Professor Perlman contends that the presence of unions in politics is a simple 
extension of their ‘“‘job control” efforts under more complex conditions. See his ‘‘Growing 
Role of Government as Creator of Jobs; Need for Political Strength Dooms ‘Pure and 
Simple’ Unionism,’’ New Leader, February 28, 1942, p. 4. 

*2 Geoffrey Gorer, The American People: A Study in National Character (New York: 
W. W. Norton and Co., 1948), p. 37. 
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American economy within the foreseeable future. Furthermore, the findings of 
Mutual Survival suggest that cooperation for mutual (as well as societal) benefit 
within the capitalist framework seems to be the honest intention of American 
labor leaders.“ 

Labor-management cooperation and agreement on broad ideological grounds 
is not precluded by the fact that the contending parties vie at each other’s 
expense for power and social leadership. Nor does the process of social trans- 
formation that is part of the struggle for leadership spell the doom of all the 
social institutions undergoing transformation. There is no doubt that our society 
is in the throes of a mighty transformation in the balance of political and eco- 
nomic power; but it must be recognized that this transformation is in the im- 
portant sphere of function, and only a little in the sphere of content and structure. 
The prophets of doom fail to see this, and hence they remain oblivious to the 
fact that unions are as likely to prevent the excessive growth of government 
participation in economic affairs as they are to enhance it. What may indeed be 
happening today is that labor unions are providing the ballast that prevents 
business and government from coalescing into a fascist monolith, at the same 
time that business is seeking to prevent the combination of government and 
organized labor into a single dominant inflexible authority. These mutually 
offsetting activities may be the most important institutional political functions 
labor and business are performing today. Indeed, they may be fulfilling Lewis 
Corey’s injunction “to prevent the coalescence of the three institutional forces 
of capitalist transformation into one unopposed and unopposable power in the 
state. . . . [These] must be kept apart to perform their particular job. They must 
not be allowed to coalesce into one power; if they do, the state, which is the 
strongest of the three, seizes absolute power.’ 

Together unions, business, and government may be creating a new society 
characterized by a balanced three-cornered struggle for or against power, in 
which each prevents the other from assuming absolute power for its own ag- 
grandizement. At present the most dynamic and democratically important of 
these three institutional forces, in the United States at least, is labor unionism, 
for it is the force that is preventing the recombination of those all too easily 
combinable powers, monopoly capitalism and government, a situation that in 
its Mercantilist, or more recently fascist, expression was and is none too satis- 
factory. Trade unionism in America is unique, in this sense sharply distinguished 
from its European counterparts. While it is engaged in a vital struggle with its 
capitalist adversaries, it is not demanding the abdication and displacement of 
capitalism. The logic of American organized labor aspirations, fears, and union 
bureaucracy suggests the development of a pattern of union tactics that includes 
the broader extension of social security, economic justice, and job control to the 
mass of wage workers in a way that precludes the socialization of the economy 
or the creation of an all-powerful government potentially capable of seriously 
harming the unions themselves.‘ 


48 E. Wight Bakke, Mutual Survival (New York: Harper and Bros., 1946). 

“ Lewis Corey, The Unfinished Task (New York: The Viking Press, 1942), p. 205. 

«6 A rather remote suggestion of such an interpretation may be found in Harold J. Laski’s 
The American Democracy (New York: The Viking Press, 1948), p. 201. 
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Collective bargaining has two aspects: it is a method by which wages are 
set and it is a method by which certain rules and practices are established in 
order to prevent management from acting arbitrarily and to insure the security 
of union organizations.' In the railroad industry, as in other industries, there 
has developed a comprehensive system of what has been called “industrial 
jurisprudence.’” The working rules on the railroads are concerned not only 
with such questions as hirings and layoffs but also with certain “constructive 
allowances” and “‘arbitraries’’—the carriers refer to them as ““make-work rules’’— 
of a type which will be described below. An elaborate system of working rules 
naturally requires a procedure for the settlement of grievances arising out of 
the interpretation and application of the rules. Over the years there has evolved 
a system of adjustment boards designed for this purpose, and the Railway Labor 
Act, as amended, has specifically provided for the establishment of such boards.* 

It is generally agreed that the procedure for the settlement of grievances 
differs from the negotiations for a collective bargaining agreement “primarily 
in its approach.’ The grievance procedure is intended to solve problems within 
the framework of principles set forth within the collective bargaining agreement 
and on an equitable basis and not on the basis of the economic strength of either 
of the parties to the dispute. An examination of grievance procedures in various 
industries has revealed that certain principles have generally been followed in 
the settlement of disputes arising out of the interpretation and application of 
the terms of collective bargaining agreements.® First, it is essential that all of 
the participants involved accept and have a complete understanding of the 
procedures. Second, both parties to the dispute should agree not to resort to 
“unilateral coercion” in order to obtain their ends. Third, the successful per- 
formance of any grievance procedure requires that grievances be handled 
promptly. Fourth, it is desirable that the number of grievances be limited so 
as not to overload the system. Finally, there should be fair consideration of the 
issues so that decisions are acceptable to both sides. These principles represent 
an ideal with which one might compare the performance of the adjustment 


* Professor Paul F. Brissenden, of Columbia University, has given me the benefit of his 
suggestions and criticisms. 

1 Sumner H. Slichter, Union Policies and Industrial Management, (Washington, D. C.: 
The Brookings Institution, 1941), p. 1. 

2 Thid. 

48 U.S. Statutes at Large 211, Ch. 91, 73rd Congress, Ist Session. 

* Neil W. Chamberlain, Collective Bargaining, (New York: McGraw-Hill Book Co., 
1951), p. 99. 

5 Jhid. 

* Ibid., pp. 113 ff. 
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boards in the railroad industry. It is the purpose of this article to measure this 
performance. 

After a description of the procedures established for the settlement of griev- 
ances in the railroad industry and a discussion of the origin and nature of the 
rules which prevail, an evaluation of the procedures will be made. The analysis 
indicates, first, that the principles described above have not been followed in 
the settlement of grievances in the railroad industry; and, second, that the 
various proposals that have been made for the improvement of the procedures 
do not meet the problem because they fail to take into consideration the causes 
of the breakdown in the grievance procedures. 


PROVISIONS OF THE RAILWAY LABOR ACT, AS AMENDED, FOR THE SETTLEMENT 
OF GRIEVANCES 


The Railway Labor Act of 1926 was amended in 1934 and, among other 
things, completely revised the procedures for the handling of grievances arising 
out of the interpretation and application of collective bargaining agreements 
between the railroad labor organizations and the carriers.? A National Railroad 
Adjustment Board was established on a permanent basis, consisting of 36 mem- 
bers, half of whom were to be selected by the labor organizations and the other 
half by the carriers. Each member of the board is compensated by the party 
he represents. The board is composed of four divisions, each of which has juris- 
diction over disputes involving different groups of workers. The First Division 
has jurisdiction over disputes “involving train and yard-service employees of 
the carriers; that is, engineers, firemen, hostlers, and outside hostler helpers, 
conductors, trainmen, and yard-service employees.” This group is generally 
referred to as the “operating workers.’’ The Second and Third Divisions have 
jurisdiction over disputes involving the so-called “nonoperating workers,” the 
former division concerned chiefly with disputes involving those workers employed 
in the shops, the latter division with “station, tower, and telegraph employees, 
train dispatchers, maintenance-of-way men, clerical employees, freight handlers, 
express, station and store employees, signalmen, sleeping car conductors, sleeping 
car porters, and maids and dining car employees.” The Fourth Division is 
concerned with disputes involving workers employed by the carriers engaged in 
transportation by water and all other workers who are not under the jurisdiction 
of the other divisions. 

The establishment of a permanent, national board rather than voluntary, 
local, or system boards was a significant change. The 1926 law provided for the 
establishment of adjustment boards only upon agreement between the parties, 
with the result that very few such boards were established primarily because 
of the aversion of the labor organizations to local or system boards.* A second 
significant change was the provision for the selection of a “referee” if, and when, 
the board was deadlocked. Experience under the 1926 law had shown that 
bi-partisan boards were frequently deadlocked with the result that certain 


7 See footnote 3, supra. 
* William H. Spencer, The National Railroad Adjustment Board, (Chicago: The Uni- 
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decisions were never forthcoming.’ It should be noted that the 1934 amendments 
did not provide for the compulsory arbitration of grievance disputes. They 
simply stated that such disputes ‘shall be handled in the usual manner up to and 
including the chief operating officer of the carrier...” If, however, an adjust- 
ment is not reached “the disputes may be referred . . . to the appropriate divisions 
of the Adjustment Board ..."’ The word “may” should be underscored. 

Finally, the amendments provided that “if a carrier does not comply with an 
order of the Adjustment Board ...the petitioner... may file in the District 
Court of the United States . . . a petition . . .” for the enforcement of the award. 

The Railway Labor Act directs the Adjustment Board to establish its own 
rules of procedures and, accordingly, such rules were issued in 1934.'° The rules 
are simple and informal. After the grievance has been negotiated ‘‘on the prop- 
erty” it is referred to the board, either in a “joint statement” of facts or as an 
“ex parte submission.”” Under the former type of submission both parties submit 
the facts, and if there is disagreement as to the facts, each party makes its own 
submission. When an ex parte submission is made—and this is the typical type 
of submission—the party states the facts to the board and notifies the other 
party that such submission has been made. The other party to the dispute does 
not obtain a copy of the petitioner’s statement of facts, but may answer within a 
specified period of time. Oral hearings are held if either party or both of the 
parties request them. Hearings are then held before the appropriate board and if 
the board is deadlocked the case is then referred to a referee, who is usually 
hired on an ad hoc basis." 


ORIGIN AND NATURE OF WORKING RULES IN THE RAILROAD INDUSTRY 


The working rules in the railroad industry have developed over the years 
for reasons similar to those which brought on working rules in other industries. 
These rules, which will be described below, reflect ‘the desire of the workers for 
protection against the arbitrary and uncontrolled discretion of management.” 
In addition, the rules provide some protection for the union organization, 
“allocate limited opportunities to work,” and protect the workers “against the 
cost and impact of technological change.’"* Thus, .the elaborate system of 
working rules in the railroad industry has developed out of the needs of the 
railroad workers and out of the technological changes in the industry. Working 
rules are necessary, even from the point of view of management. The sole com- 
plaint of management is usually that the rules are obsolete, thereby creating 
many problems, particularly with respect to output and efficiency." 

The working rules for the nonoperating workers in the railroad industry are 
similar in many respects to those covering other industrial workers. However, the 


* Ibid., p. 12. 

%” National Railroad Adjustment Board, Organization and Certain Rules of Procedure, 
Circular No. 1, Issued October 10, 1934, Reprinted February 1, 1939, Chicago, Il. 

" For a full discussion of procedures see Wiiliam H. Spencer, op. cit., and Lloyd K. 
Garrison, ‘“‘The National Railroad Adjustment Board: A Unique Administrative Agency,” 
Yale Law Journal, XLVI (February 1937). 

” Sumner H. Slichter, op. cit., p. 2. 
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rules applicable to the operating workers are more elaborate and complex, and in 
view of the fact that the chief problem of grievance settlement involves primarily 
the operating workers a summary of the rules affecting this latter group is in 
order. 

The road employees are paid on the so-called ‘‘dual’”’ basis. That is, they are 
paid on a mileage basis, but if “it takes longer than a certain time to run the 
miles paid for then they receive over-time in addition to payment for the mileage 
made.’’'® For example, the basic day for all employees in the road freight service 
is “eight hours or less—100 miles or less.”” Thus, for all excess mileage beyond 
100 within eight hours the employee is paid 1/100 of the basic daily rate for 
each extra mile. If the run takes longer than eight hours, time-and-one-half 
for over-time is paid “only when the miles run divided by the time of duty 
produce a ratio less than the speed basis, which is 12} miles per hour.’”® Thus, if 
a 125 mile run takes 10 hours, payment. is made on a straight mileage basis (since 
the average speed of 124 miles per hour was maintained); but if it takes 11 hours 
to complete a 125 mile run, the employee is paid for 125 miles on a “straight-time 
basis” and time-and-one-half for one hour over-time.” 

Similar methods of wage payments are used with respect to the other types 
of workers in the “road group” except that in the passenger service the basic 
day for engineers and firemen is 100 miles or five hours, and for conductors 
and trainmen 150 miles or 74 hours. The method of computing over-time is 
essentially the same as that for road freight workers.'* The engineers’ and fire- 
men’s rates vary not only in accordance with the type and weight of the loco- 
motive but also in accordance with the class of service rendered, e.g., road 
freight or local freight.'* 

In view of the increasing speed of trains over the years as a result of heavier 
locomotives and the increasing use of diesel locomotives, a number of the operat- 
ing workers, particularly those in passenger or fast freight service, are able to 
complete the 100 or 150 mile run in less than eight hours. As a result the railroads 
complain that these workers are being paid for work which is not performed. 
Of course, the problem is not the method of payment but its content, namely, 
the existing unit wage rate and the size of the standard unit of output.?° 

In many agreements the number of miles run by, say, an engineer or a fireman, 
is limited. This, of course, limits his earnings. Such mileage limitations in effect 
spread the work among certain types of workers, particularly those who are 
employed in the operation of fast moving trains.*! Although the ‘mileage limita- 
tions vary somewhat on the different railroads, generally they are 4,800 per 
month for regular engineers and firemen in passenger train service, and 3,800 
miles per month for engineers and firemen in freight service. Where limitations 


18 J. Elmer Monroe, Railroad Men and Wages, (Washington, D. C., 1947), p. 5. 

1¢ Federal Coordinator of Transportation, A Survey of the Rules Governing the Wage 
Payments in Railroad Train and Engine Service, Volume 1, (Washington, D. C., March 
1936), p. 5. 

1 Ibid. ‘%Ibid,p.3.  ™ Ibid., pp. 1-2. 

2° Harold G. Moulton and Associates, The American Transportation Problem, (Washing- 
ton, D. C.: The Brookings Institution, 1933), p. 190. 
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apply to trainmen, the maximum runs from about 5,500 to 6,600 miles per month 
for passenger trainmen and 3,500 to 4,500 miles per month for freight trainmen.”” 

A continuous source of irritation between the railroad labor organizations 
and the carriers has been the so-called “working rules” which provide for extra 
payments for (1) initial terminal delay, that is, for delay in the departure of the 
train from a terminal; (2) final terminal delay, that is, delay from the time the 
train stops at the final terminal to the actual release from duty; (3) held-away- 
from-home terminal delay, that is, delay at a terminal away from home; (4) 
work done which is considered outside the requirements of the job. In addition, 
the rules prevent the railroad management from eliminating certain types of 
services, or from establishing so-called inter-divisional runs. There is considerable 
control over the assignment of work, the size of crews, and the length and make-up 
of trains.” 

The existence of these rules gives rise to many grievances as workers seek 
extra payments in accordance with their interpretations of the rules. The rail- 
roads employ men—whom the workers call “‘schedule-busters’’—who attempt to 
minimize these claims. 


EVALUATION OF THE GRIEVANCE PROCEDURES 


At this point the grievance procedures will be evaluated in terms of the 
principles set forth previously. 

Acceptance and Undersianding. As noted above, an important principle in 
the settlement of grievance disputes is the acceptance and understanding of the 
procedures by the parties to the disputes. Such acceptance and understanding 
does not exist with respect to the grievance procedures in the railroad industry. 
In the first place, the 1934 amendments, particularly those concerned with the 
settlement of grievances, did not have the full support of management. It has 
been said that ‘‘the representatives of the railway labor organizations approved 
of the scheme [for the revision of the adjustment procedures] in its more essential 
feeiures, but the representatives of the carriers for the most part expressed the 
opinion that such a board might do more harm than good.’ 

“econd, there is a basic disagreement between the carriers and the railroad 
labor organizations as to the proper function of the Adjustment Board. The rail- 
road labor organizations have stated that “it is our very definite conclusion . . . 
thai the Adjustment Board never was intended to function as a court of equity, 
but rather that it should operate as a continuation of the conference room method 
employed upon the various properties where men and management ‘talk things 
through’, argue the meaning of rules, discuss the application in effect under the 
rules, and finally attempt to reach an ‘equitable’ adjustment based upon our 
practical knowledge of how things are done ‘back home’.’® They argue that this 


22 Jbhid. 
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was the intention of Congress in view of the fact that the Adjustment Board was 
to consist of representatives of labor and management (and not public officials), 
that the Act does not give the board the right to issue subpoenas or administer 
oaths, and that the Act does not spell out any procedures to be followed by the 
board. The Carriers, however, take an opposite view. They assert that “it is the 
duty of this Board to hear and decide disputes . . . in strict conformity with the 
agreements between the particular carrier and employees involved applicable 
to the issues in question, giving due consideration to the practices and precedents 
established on that property in the administration of the applicable rule or rules 
of the agreement under which the dispute originated.’”* In other words, the 
carriers do not think that “horse-trading”’ or the “negotiation” of the disputes 
is in order. They charge that the labor representatives have used the board not 
to interpret the rules but to extend them.” The labor organizations are opposed 
to a strict interpretation of the agreements because, first, they are seeking a 
uniform application of the rules to all of the railroads, and second, they fear 
that any variation in the application of the rules will be used as an entering 
wedge by the carriers to relax or eliminate the rules. 

Third, because of the backlog of cases and the delays in decisions (see below), 
or possibly in those instances where the labor organizations are uncertain of 
the merits in the disputes, the labor organizations have, at times, avoided 
the machinery of the Adjustment Board and sought the settlement of grievances 
through other machinery. Since the law does not require them to use the Ad- 
justment Board, the railroad labor organizations at times have accumulated 
grievances, placed them on a strike ballot, and worked through the emergency 
board procedures of the Railway Labor Act.** For example, during the fiscal 
year 1949-50, six of the 11 emergency boards created by the President were 
concerned with grievances rather than issues of wages.** In most instances, the 
boards have refused to consider these cases and have suggested that they be 
referred to the Adjustment Board, but in some cases they have proceeded either 
to mediate or to issue recommendations for the settlement of the disputes.*° 
The emergency boards have consistently, over the years, warned of the tendency 
to bring grievances before them, to strike or to threaten a strike in such cases, 
indicating that a continuation of the procedure might bring about ‘“‘a complete 
nullification of the Railway Labor Act.’ This avoidance of the grievance 
procedures is illustrated in one case presented to an emergency board in which 
the strike ballot involved 1,400 grievances which had not been settled ‘“‘on the 
properties.’ 

Finally, it is alleged by the unions that in many instances the railroad manage- 





Procedure and Historical Background and Growth of Machinery Set Up for the Handling of 
Railroad Labor Disputes, 1888-1940, p. 212. 

26 Tbid., p. 221. 

27 Ibid., p. 279. 

28 This procedure was designed to handle disputes arising out of changes in the collective 
bargaining agreements and not to hear grievance disputes. 

2 Sixteenth Annual Report of the National Mediation Board, For the Fiscal Year Ended 
June 30, 1950 (Washington, D. C.: Government Printing Office), pp. 24-25. 

* Tbid., pp. 60-63. | [bid., p. 25. % Tbid., p. 63. 





72 JACOB J. KAUFMAN 


ment refuses to accept the awards of the Adjustment Boards.” The position 
of the railroads is that in view of the fact that many awards may result in a 
heavy financial burden on the railroads, they should have an opportunity to 
have the awards reviewed by the courts.* As mentioned previously, the issue can 
come before the courts only when the railroad labor organizations seek the 
enforcement of the award. But the unions, in an attempt to avoid court review 
of the Adjustment Board's awards and to prevent delay in the carrying out of 
the award, frequently use their economic strength, via a strike or threatened 
strike, to obtain their ends. 

The original lack of agreement’ between the parties with respect to the 1934 
amendments, the disagreement on the proper function of the Adjustment Board, 
the avoidance of the procedures established under the law, and the problem of the 
enforcement of the award, indicate a considerable lack of understanding and 
acceptance of the grievance procedures in the railroad industry. 

Avoidance of Unilateral Coercion. Any successful grievance procedure requires 
that the parties to the dispute avoid the use of unilateral coercion in order to 
obtain acceptance of their demands. This principle has been violated many 
times. A major complaint of the railroads has been that the railroad labor 
organizations have threatened to strike (or actually went on strike), either 
before or after the procedures have been invoked.*® The National Mediation 
Board has pointed out that ‘‘some of the [labor] organizations have withdrawn 
cases pending before the [Adjustment Board] and declined to submit new cases, 
preferring to secure settlements by direct handling with the carrier management. 
Where such negotiations fail, strikes are sometimes threatened . . .””** 

At this point it is not necessary to go into the merits of the issue, but merely 
to point out that a basic principle of grievance procedure is violated when one 
side uses the threat of a strike to win a grievance dispute and to indicate that 
the present grievance procedures have not been successful in this respect. 

Promptness in Settlement of Grievances. A third standard to be met in any 
successful procedure for the settlement of grievances is promptness. For reasons 
which will be discussed below, there has accumulated a large backlog of cases, 
primarily in Division 1, which is concerned with disputes involving the operating 
workers. The problem is most acute in this division because the rules which it 
must interpret are more complex and more highly developed. For example, on 
June 30, 1950, a total of 3,551 cases was pending before the board, of which 3,170 
involved workers on the roads and in the yards (Division 1).” At the rate at 
which such cases have been disposed of by this Division in the fiscal year 1950, 
it would take the board more than two years to handle the backlog, aside from 


#U. 8. Senate, Committee on Labor and Public Welfare, Hearings before the Sub- 
committee on Railway Labor Act Amendments, 8. 3463, May 8 to July 3, 1950, 7’o Prohibit 
Strikes and To Provide for Compulsory Arbitration in the Railroad Industry, 81st Congress, 
2nd Session, pp. 289-290. (Hereafter referred to as Hearings on S. 3463.) 

* Daniel P. Loomis, Railway Labor Legislation, (Washington, D. C.: Association of 
American Railroads, 1950), p. 33. 

** Harry E. Jones, op. cit., pp. 275-276; and Daniel P. Loomis, op. cit., pp. 27 ff. 

36 Sizteenth Annual Report of the National Mediation Board, p. 24. 

7 Ibid., p. 76. 
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the number of new cases arising subsequently.** And during the past 16 years 
of the operation of the Adjustment Board new cases have been docketed at an 
average of about 2,000 each year.*® The National Mediation Board, while 
noting recent gains in the disposition of cases, states that “the bevklog con- 
tinues large... A large backlog means long delays in considering cases and 
issuing awards. These delays often run into years. Employees and their repre- 
sentatives, tiring of such long delays, have resorted to other techniques to 
secure settlements.’’*° 

Limiting the Number of Cases. It is desirable, as noted earlier, that grievances 
be settled on the property and that a limited number of cases be referred to a 
board for settlement. Failure to conform to this standard results in an over- 
loading of the grievance system, resulting in an accumulation of cases, as cited 
above. Over the 16 year period, from 1935-1950, a total of 33,531 cases has 
been docketed with the Adjustment Board, of which 29,980 had been disposed of 
in one way or another.’ Thus, on the average about 2,000 cases have been 
presented to the Adjustment Board each year. Since 1946 there has been a steady 
increase in the number of cases docketed, rising from 1,011 cases in that year 
to 2,352 cases in 1950. At the end of the fiscal year 1950, the number of cases 
pending before the board (3,551) was the highest since 1945.8 Those data would 
seem to indicate that the board, as presently constituted, is not capable of 
handling the task for which it is responsible. 

Fair Consideration of Issues. Finally, any grievance procedure must provide 
for the fair consideration of the issues so that the awards are acceptable to both 
parties. But the disagreement as to the proper function of the board, as discussed 
above, does not lay the basis for a fair consideration of each case. In addition, 
the bi-partisan make-up of the Adjustment Board and the fact that the members 
of the board are paid their salaries by the respective organizations, are not con- 
ducive toward careful, equitable consideration of the issues. The carriers’ repre- 
sentatives insist that they are not “controlled’”’ by the railroads and that they 
are capable of rendering decisions like any court of equity. But given the fact 
that they are not public officials there is no reason to believe that, despite 
their protestations, the members can ignore their relationships to the parties 
involved in the grievance proceedings. The union representatives, of course, 
given their conception of the function of the Adjustment Board, recognize their 
allegiance to the unions. As a result of the bi-partisan nature of the board and 
as a result of the basic disagreement as to the function and responsibility of the 
board, an atmosphere of hostility exists within the board, which does not provide 
the proper background for the fair consideration of the issues. 

On the basis of the standards required of any grievance procedure and on the 
basis of the discussion above it would seem that the grievance procedures in the 
railroad industry have failed. This conclusion is reflected not only in the backlog 


88 Tbid., p. 24. % Tbid., p. 76.  Ibid., p, 24. 

“| Tbid., p. 76. It has been noted that the labor organizations frequently bring cases be- 
fore the board which have little merit so as to avoid a‘ large proportion of cases being de- 
cided in favor of labor. See Harry E. Jones, op. cit., p. 109, footnote 47. 

2 Ibid. 3 Ibid. “* Harry E. Jones, op. cit., pp. 86 ff. 
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of cases cited above, but also in the increasing number of strikes and threatened 
strikes in the railroad industry in the past few years. Some of these strikes have 
been due to disagreements between the parties on wages and working rules, the 
interpretations of which have laid the basis for many grievances. Other strikes 
have been called solely for the purpose of obtaining the settlement of an ac- 
cumulation of grievances. The National Mediation Board reports that during 
the fiscal year 1950 a total of 16 strikes was called against the railroads, the 
highest number reported since 1934.° These strikes have involved primarily 
operating workers and a number were called solely for the purpose of settling 
certain grievances. For example, in 1950 two railroads—the Missouri Pacific 
Railroad and the Denver and Rio Grande Railroad—were shut down, the 
former for 45 days, primarily because the railroad labor organizations com- 
plained that they could not obtain the settlement of their grievances.** Over the 
years there have been many similar cases.” 

At this point it is appropriate to inquire into the causes for the failure of the 
grievance machinery in the railroad industry. It is suggested that the primary 
cause is a basic conflict between the railroad labor organizations and the carriers. 


THE BAS!tC CONFLICT 


The large backlog of cases and the large number of cases brought before the 
Adjustment Board, as well as the increasing number of strikes and threatened 
strikes over grievances, involving primarily the operating workers, reflect a 
basic conflict between the labor organizations and the carriers: the former are 
seeking not only to maintain the working rules by preventing any interpretation 
that might hurt railroad labor but also to extend them regardless of the wording 
of the contract between the parties, while the carriers seek the elimination, or 
at least the restriction, of the working rules. 

The railroad unions, over the years, have been confronted with declining em- 
ployment opportunities as a result of increasing competition among the various 
carriers of passengers and freight and the significant technological changes taking 
place in the railroad industry. From 1921 to 1939, employment in the industry 
dropped by about 40 per cent.‘® With the outbreak of World War IT this down- 
ward trend in railroad employment was reversed, but after the war employment 
again began to fall.*® Since the end of World War II the railroads have installed a 
large number of diesel locomotives and have gradually withdrawn steam loco- 
motives from operation, with significant efficiencies and economies.*° In addition, 
the railroads had installed over the years all types of mechanical equipment 


46 Sixteenth Annual Report of the National Mediation Board, pp. 4, 6. 

46 Tbid., p. 25. 

‘7 Daniel P. Loomis, op. cit., pp. 27-29. 

#8 Solomon Fabricant, Labor Savings in American Industry, 1899-1939, Occasional Paper 
23 (National Bureau of Economic Research, Inc., November 1950), pp. 46 ff. 

* Interstate Commerce Commission, Bureau of Transport Economics and Statistics 
Wage Statistics of Class I Steam Railroads in the United States, Statement M-300, Years 
1939 to 1950. 

® Association of American Railroads, Bureau of Railway Economics, A Review of Rail- 
way Operations in 1950, (Washington, D. C., 1951), pp. 44, 48-50. 
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which, along with the dieselization of the railroads, has sharply curtailed em- 
ployment opportunities of the workers and in some instances threatened the 
existence of the labor organizations. 

In view of these facts the railroad labor organizations have only resisted 
changes in the working rules but have sought their extensior . broadening. 
The impact is not simply one of a lost job, but in many ins*ances means the 
elimination of communities, which have been developed to service the railroads, 
or a reduction in seniority if the worker is forced to transfer to another place 
of employment. Thus the labor representatives on the Adjustment Board have 
been careful to avoid any “break” in the rules. 

The railroads, on the other hand, insist that the working rules and their 
interpretation by the labor members of the Adjustment Board are a reflection of 
the “make-work”’ philosophy of the unions." They insist that these rules result 
not only in higher direct costs but also in the carrier readjusting “its practices 
in such a way as to be both more expensive and less efficient.” 

This conflict between the parties is clearly revealed when one examines 
the arguments used by each party in explanation for the failure of the Adjust- 
ment Board. Both parties agree that the present procedure is defective,” and 
the National Mediation Board concurs in this conclusion.** The disagreement 
between the parties lies only in the reasons advanced by each for the failure of 
the adjustment boards. 

The railroad labor organizations assert, first, that the railroads have refused 
to join the unions in the submission of cases to the board, thereby forcing the 
unions to submit ex parte cases.*° The significance of the charge is that when a 
dispute is referred to the Adjustment Board by one party serious delays are 
encountered until the case is decided since there may well be disagreement as 
to facts, and the gathering of the facts takes time.®* And it may well be to the 
advantage of one of the parties to the dispute to delay a case. A second charge 
of the unions is that the railroads have refused to accept awards as precedent. 
This means that there is a succession of so-called “repeater” cases, that is, 
cases involving the identical facts.” Since many of the awards involve the 
payment of money to the workers, based on the interpretation of the rules, 
the railroads obviously resist the final award.** And since these interpretations 
might involve significant sums of money if the interpretation is applied to many 
cases, the railroads’ refusal to accept precedent is clear.®* It is to the benefit of 
the railroads to have each case argued before the Adjustment Board, while the 
unions bear the burden of waiting for a decision. And a large number of “‘re- 
peater’’ cases clogs up the grievance machinery. A third complaint of the unions 


5! Harry E. Jones, op. cit., p. 300. 
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is that the carriers frequently refuse to accept the awards of the board. The 
only way by which an award can be enforced is by the union taking the case 
into court.® The unions object both to the delay and to the costs of bringing 
court action to enforce an award, which may well involve a sum of money less 
than the cost of a court proceeding.“ Instead, the unions have employed the 
threat of a strike as an alternative method of enforcement.” The basic charge 
of the unions is that there is considerable delay in the settlement of grievances 
and they imply that the railroads seek such delay. 

The carriers have recognized that the delays in the settlement of grievances 
have undermined the grievance system but point to ways by which the situation 
can be improved, but such suggestions in the eyes of the union simply lay the 
foundation for the restriction of the application of the working rules, if not their 
elimination. For example, the carriers point to the possibility of establishing 
regional or system boards.“ But the labor unions are reluctant to accept this 
proposal because of the possibility of conflicting decisions among the boards, 
which might be an entering wedge into the elimination of the rules.“ The carriers 
have recommended that the decisions or awards of the Adjustment Board be 
subject to review, and the right to a review be accorded to either party to the 
dispute, so that “firm principles” can be laid down by the courts.** The unions, 
however, are extremely reluctant to permit the courts, whom they consider 
“outsiders,” to interpret working rules. Another recommendation of the carriers 
(concurred in by the National Mediation Board) is that permanent, rather 
than ad hoc, referees be appointed to expedite decisions, particularly since a 
significant number—about one-third of the cases—are decided with the aid 
of a referee.” In view of the fact that when a referee is assigned to a case the 
entire case has to be heard again, the improvement in the procedure becomes 
obvious. But the unions have always been opposed to permanent referees, 
apparently fearful of any permanent official’ who could decide issues unfavorable 
to labor and mindful of their experiences under the Railroad Labor Board of 
1920 to 1926." This reluctance to submit any “rules” question to an “outsider” is 
clearly revealed in the present (1951) controversy between the railroads and 
several railroad labor organizations. One of the obstacles to the settlement of 
the dispute is the refusal of the labor organizations to allow the President of 
the United States to select an arbitrator who would decide those rules questions 
on which the parties disagree.* The Brotherhood of Railroad Trainmen recently 
agreed to submit four rules questions to an arbitrator, selected by the President, 


© Thid., pp. 289-290. © Ibid. 
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and the first of such awards resulted in the modification of the rule which re- 
quired the payment of extra compensation for performing more than one class 
of service. In transmitting a copy of this award to the membership an official 
of the Brotherhood of Locomotive Firemen and Enginemen, emphasizing the 
organization’s opposition to the arbitration of the rules questions, urged each 
member to “notice the attitude and wording used’’—which failed to appreciate 
the position of the union—as an “example of what may happen to us, if we ever 
agree to arbitrate the rules changes.””° 

It is apparent that the procedural difficulties which confront the Adjustment 
Board are nothing more than a reflection of the concern of the railroad labor 
organizations over the possible displacement of workers. The proposals made 
by the unions for the expedition of cases meet with the resistance of the carriers 
who fear the continuing financial burdens of the rules and the method by which 
they are interpreted. The proposals of the carriers, which would expedite cases, 
are opposed by the unions, fearful of the employment effects.” 


SUGGESTIONS FOR THE IMPROVEMENT OF GRIEVANCE PROCEDURES 


The problem is not one susceptible of easy resolution because the procedures 
under the Railway Labor Act reflect and arise out of the basic conflict between 
the carriers and the railroad unions. And this conflict, if not handled satisfactorily 
via the Adjustment Board will naturally show up in other channels, namely 
in the form of strikes and threatened strikes or by by-passing the Adjustment 
Board and seeking a solution through the emergency board procedures of the 
Railway Labor Act. Nor are the emergency boards, whose members are not 


well versed in the intricacies and complexities of the working rules, equipped to 
handle such disputes. 

Many suggestions have been made by those who have studied the problems 
confronting the National Railroad Adjustment Board. One group of suggestions 
has been concerned with the procedural aspects of the board’s operations. Lloyd 
K. Garrison, for example, who has served as referee in many cases, has recom- 
mended first, that full-time referees be appointed; second, that a time limit be 
set within which railroad workers can file their claims; and third, that the pro- 
cedure by which evidence is presented to the board be improved.” Though 
these changes are desirable and intended to expedite the disposition of cases, 
they probably would not be acceptable to the labor organizations for reasons 
that have been discussed earlier. 

A second group of suggestions has been concerned with the protection of 
individuals’ rights before the Adjustment Board and was made as a result of 
two recent Supreme Court decisions which “conferred upon the NRAB ex- 


* Referee’s Decision and Award, In the Matter of a Controversy Between Brotherhood of 
Railroad Trainmen and Certain Participating Eastern, Western, and Southeastern Railroads 
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7 Letter, General Chairman of Grievance Committee, Brotherhood of Locomotive 
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clusive primary jurisdiction of disputes involving the interpretation and applica- 
tion of collective bargaining agreements in the railroad industry.”™ In view of 
the bi-partisan nature of the Adjustment Board, the tendency to indulge in 
“horse-trading”’ in the settlement of grievances, the virtual lack of representa- 
tion of non-union members before the Adjustment Board, the inability of 
claimants who have been denied their demands to appeal the decisions to the 
courts, and the failure of the individual workers who are affected by the decisions 
of the Adjustment Board to have adequate notice and representation, it has 
been suggested that the Railway Labor Act be amended not only to eliminate 
these shortcomings but also to give-all the participants—union members, non- 
union members, and the carriers—in the proceedings an opportunity to have 
their cases adequately reviewed by the courts.” 

Both sets of recommendations are commendable but fail to get at the root 
of the problem. The basic weakness of these and similar suggestions is that they 
take the working rules as given and seek improved methods for the settlement of 
grievances arising out of the interpretation and application of the rules. But 
given the basic conflict between the parties with respect to working rules and 
the reasons for such conflict, these suggested changes would have little, if any, 
possibility of being enacted into legislation. 

Another type of suggestion has been made, namely, to require the compulsory 
arbitration of grievances arising out of collective bargaining agreements. But 
it seems to the writer that compulsion would simply force the issues to be re- 
solved by other means. 

What must be achieved is the elimination of many of the rules which, from 
a financial and economic point of view, are undesirable. This must be done, 
however, by agreement between the parties and not by compulsion. It has been 
suggested that one way by which the railroad labor organizations might agree 
to the elimination of certain rules is to compensate the railroad workers for any 
financial losses involved, possibly in the form of increased wages.”* But until the 
rules problem is resolved by mutual agreement between the parties there will 
continue to be strikes and threatened strikes in the railroad industry which 
arise out of the deficiencies of the grievance procedures in the railroad industry. 

78 (Unsigned), ‘Railroad Labor Disputes and the National Railroad Adjustment Board,”’ 
The University of Chicago Review, Winter 195}, Vol. 18, No. 2, p. 303. The cases referred to 
are Slocum v. Delaware, Lackawanna, and Western Railroad Co., 339 U. 8. 239 (1950) and 
Order of Railway Conductors v. Southern Railway Co., 339 U.S. 255 (1950). 
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MANAGEMENT OF UNIVERSITIES* 


HENRY G. HODGES 
University of Florida 


The observation that our universities have become big business will not 
include, for present purposes, their athletic departments, whose management 
appears to be conditioned by successful business graduates on glory bent. 
Turning to customer-students, the 1950 issue of The World Almanac shows that 
one university has approximately 50,000 students and 38 others have more than 
10,000 each. It is becoming more or less general for the alumni and many of 
- topmanagement in our universities to feel apologetic if the student body numbers 
. fewer than 5,000. That the rapidity of student growth has an adverse effect on 
the quality of university management is a truism developed from all types of 
institutions. 

By the volume of their financial transactions, many of our institutions of higher 
learning are entitled to listing in the Who’s Who of big business. Also, the typical 
university’s organizational setup is patterned on the corporate structure. Both 
have presidents, boards of directors and department heads. In a very real sense, 
both have stockholders, and we hope that both pay dividends of some kind. 

Among those activities commonly referred to as management functions, there 
is another close similarity between business and academic affairs. Examples are 
found in procurement, accounting, maintenance, cafeterias and personnel. It 
requires no unethical stretch of the imagination to include advertising and saes. 
Any university brochure bears concrete evidence of sales. Furthermore, our 
higher educational institutions are frequently referred to as operating on a 
production-line basis, often leading to a confounding of the quantity and quality 
of their product. 

Those who feel chagrined by today’s management practices in our universities 
are urged to read Bulletin No. 5 of the Carnegie Foundation for the Advance- 
ment of Teaching, entitled Academic and Industrial Efficiency. It was written 
in 1910 by Morris L. Cooke, a management consultant. Mr. Cooke’s findings 
clearly indicate that we have made remarkable improvements in university 
management since 1910. But aeceptable management practices have also come a 
long way in the past 30 years, so the real question is: How do present university 
management practices meet today’s standards? 


ONE SOURCE OF INFORMATION 


Some of the information for this report is taken from data contributed by 85 
academic institutions in May 1951. Requests were sent to 100 university presi- 
dents, so the 85 per cent response indicates a heartening interest in collegiate 
management, especially when one considers the justified antipathy for question- 


* A paper presented at the Twenty-first Annual Conference of the Southern Economic 
Association on November 17, 1951. 
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naires. The institutions selected represent all 48 states, two territories, and the 
District of Columbia. They include both large and small institutions, and cover 
land-grant and denominational colleges, state universities, those for men only, 
those for women only, and those for Negroes. The University of Florida was not 
included in the survey.’ 


ORGANIZATION 


The chief functions of management are planning, organizing, directing, co- 
ordinating and controlling. Since organization is a principal tool of management, 
its inclusion in such a report is inescapable. In order to make a critical organiza- 
tion analysis of the academic institutions included in the survey referred to, 
their charts were requested. They were also asked to express opinions, including 
the relative importance of organization charts. 

Fifty-one per cent replied that they had no organization chart. Seventeen per 
cent stated that they did not consider charts necessary. Twelve of the 41 “no- 
chart” group wrote that they were currently preparing charts for the first time. 
The questionnaire may have prompted their action. The reasons given for the 
lack of an organization chart were: ‘‘too small’, “unnecessary”, and “makes 
operations too formal”, which means, probably, that the ultimate in manage- 
ment flexibility was considered the prime factor. Like most desirable attributes, 
flexibility can be carried too far. 

The question as to the date of the most recent chart revision substantiated 
what was to be expected. Very few charts were up to date; most of them were 
more than five years old. Several of the older institutions suggested that although 
their charts were old and somewhat complex, they were ‘‘well understood by 
those concerned.’’ One wonders as to whom the “concerned” referred. The his- 
tory of institutions suggests that those which operate on a static pattern, without 
adjustments to improved methods or changed circumstances, are likely to ex- 
perience compulsory alterations by revolution from within, or become per- 
manently antiquated. 

Although organization is primarily a tool, the chart does not necessarily signify 
good or poor management. In the first place, it is supposed to be a static picture 
of the dynamic activities it represents, but it is too often something quite differ- 
ent. It may purposely misrepresent the real situation for various reasons. It 
may tell a distorted story because of ignorance, or it may be merely fuzzy, 
equally defeating factual analysis. Unless the chart is a true picture, it not only de- 
feats its purpose in guiding operations, but it confuses attempts to improve it. 


TYPES OF ORGANIZATION 


Academic management appears to make chief use of two organizational 
schemes: line and committee. There is a third or functional approach which 
receives only minor attention. 

' The survey was made to furnish data for a doctoral dissertation at the University of 


Florida, entitled ‘‘Organization of Institutions of Higher Learning’ by Mary Elizabeth 
Schlayer. The author of this paper was the chief mentor for that survey. 
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Line Type: The line type is old, simple, and clear-cut. Its chain of command 
is direct, and each link is considered capable of managing all functions that 
affect its command level. It can lead to one-man autocratic rule. Some of the 
academic charts surveyed indicate—and others are suspect—that this type of 
organization does lead to one-man authority through: (a) an impossible span of 
control, and (b) failure to delegate either responsibilities or commensurate 
authority, or both. Besides having an adverse effect on management morale 
throughout the organization, it places the chief executive in a position where he 
wears out his mind and body as fast as his welcome. It is entirely conceivable 
that such a situation does not exist even when the chart indicates it; and the 
reverse may also be true. Charts are not to be trusted per se. The true situation 
can be obtained only by surveying the organization. 

Committee Type: The committee type of organization is used most in academic 
management. It is quite evident that our institutions are plagued with commit- 
tees, especially the larger ones. For example, one state university with 8,000 
students has 37 so-called ‘administrative committees.” If administration means 
policy-determining, as it should, and management means execution of policies, 
as it should, then these committees would be policy determining, which they are 
not—as the manual makes clear in this case. It is advisable from several stand- 
points to have a reasonable number of advisory committees, provided their 
fields do not overlap and the committee members are conversant with the sub- 
jects they consider. 

For purely management purposes, the committee most recognized as effective 
is the committee of one. General Goethals once observed, in discussing managing 
boards with the author, that they are invariably long, narrow and wooden. 
Although he was probably an autocrat in that he made his own policies as well 
as executed them, his observations of management committees are still largely 
valid. 

To the extent of boring for the purpose of making the point, some of the re- 
ported managing committees dealt with: buildings, finances, gifts, dormitories, 
services, purchasing, operations, communications, accounting, campus events, 
storeroom, maintenance, utilities, grounds, academic affairs, student relations, 
public relations, public occasions, public addresses, alumni meetings, personnel 
guidance, library, faculty welfare, student aid and radio broadcasts. The trend 
supports the assumption that many others not listed are in the process of forma- 
tion. 

The invariable defense of committee management in our universities is that 
“it is democratic.” It is a debatable question whether democracy is served by 
questionable or compromise opinions or actions of groups whose members are 
not qualified to consider intelligently the problems they debate. 

William H. Newman, in his recent book, Administrative Action, suggests that 
“there is probably no administrative device more commonly abused than this 
one’’—the committee (p. 217). ‘It is an opiate taken in lieu of effective adminis- 
trative action” (p. 218). 

The following observations may be characteristic of both management and 
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advisory committees. They are argumentative, slow and expensive; they divide 
responsibility to the vanishing point; and they often lead to compromise decisions 
which are temporary at best. At their worst, compromise decisions are specious 
forms of logrolling whose real purpose is to mutually support different selfish 
interests at different times, irrespective of the effect of either or both decisions 
on the common good. It should also be noted that to the extent that committee 
decisions dilute individual responsibility, they also dilute individual initiative. 

Counting committee noses is not necessarily a democratic process. Its process 
frequently enables the numerical majority to serve its own selfish purposes, 
even to the extent of perpetuating its dictatorial status. The old aphorism that 
“two heads are better than one” is often a mathematical fraud. It may or may 
not be true, depending on the quality and nature of the heads. The validity of 
a committee decision is not enhanced by any number of unintelligent opinions. 
A valid consensus results from the meeting of minds equipped to deal with the 
question or problem concerned. If the subject is of a general nature, opinions 
based on general knowledge may be fruitful; if the problem is specific, fruitful 
opinions will come only from those with specific training or experience. 

There is another undesirable facet of academic advisory committees—viz., 
too many of them. If the institution is over-organized or if there is an accepted 
technique of establishing committees to check the decisions of other committees, 
the committee chain of adequacy may become so long as to weaken the institu- 
tion’s main purpose—education and student contacts. In some instances original 
committee decisions must pass up the committee chain in four successive stages. 
It is almost humorous to learn that for the purpose of achieving so-called con- 
tinuity in this chain of advisory opinions, some members of the first and second 
stories serve on the fourth and fifth committee stories—each representing a 
review or appeal step. Most of the problems handled by these committees are 
of a recurring nature and could be better handled by an individual guided by a 
manual of standard procedures. 

An example of over-organization is the process for hiring, promoting, and dis- 
missing faculty members. ‘Recommendations for employment, promotion or 
dismissal of a faculty member shall originate with the department of which he 
is, or will become, a member, and must be approved by the deans of the colleges 
to whose faculties he belongs, or will belong, the division chairmen, if any, and 
the vice-president. Final action rests with the Executive Committee, subject 
to the approval of the President and the Board of Trustees.” If we may use a 
metaphor, this plan hangs the front gate of hiring so that it may swing in any 
direction, while it nails shut the rear gate of firing. Who is responsible for the 
action finally taken? To what extent does each of these seven executive layers 
know what it is doing? 

Functional Type: The functional type of management finds little use in our 
universities. Functional management can be understood by contrasting its 
operator with that of the staff man in a line organization. The latter investigates, 
decides and recommends, and if his recommendation is acceptable, the line boss 
issues an order involving the recommendation. The functional operator performs 
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the same tasks as the staff operator but issues the order in his own name. His 
decisions are largely based on standard practice procedure—-not on personal or 
group opinions related to individual cases. 

There are two outstanding advantages to this plan: in the first place, it reserves 
the chief’s time for overall planning, organizing and controlling. In the second 
place, it provides for rational decisions and standard practices. Functional 
operators do not require questionable, slow and hindering committee aid in 
problems of management. 

In functional management, each operator performs duties for which he is best 
fitted—not a group of duties parceled out on a work-load basis. The corollary 
of this approach is to relieve sub-executives of duties for which they have neither 
training nor successful experience. Whereas functional management means in- 
dividual decisions on the basis of written standard procedures or technical know]l- 
edge, committee management generally means compromises reached by dis- 
cussion, which are by their nature temporary in character. 

Because our colleges have used the committee system of management from 
time immemorial, they have been slower in adapting to changing conditions 
than most human institutions. As Mr. Cooke suggests: ‘“‘The fact that any given 
number of individuals connected with a university teach advanced ideas does 
not mean that acting collectively they will take advanced ground in matters of 
management.”’ The writer has found this comment to be remarkably true in 
labor relations, where workers polled individually may make quite rational 
decisions but acting as an organized unit their decisions are the opposite. 

Under functional management the head of any institution will be more hemmed 
in by standards, but with respect to those less routine matters not covered by 
accepted standards he will have more real authority. What is more to the point, 
he will have much more time to perform leadership functions representative of 
his highest skill. Under such a plan we could not have the spectacle of the 
Discipline Committee deferring to the President, and he to the Board of Trustees, 
the question as to whether outgoing classes were selling their furniture to fresh- 
men at exorbitant prices. 

Organization Check Questions: For checking the probable effectiveness of uni- 
versity organization, and its consequent management, the following questions 
are suggestive: 

1. Is the type of organization suited to its functions? 

. Is the division of work on a sound functional basis? 

. Is there a proper ratio between supervisors and subordinates? 

. Are departmental objectives clearly defined? 

. Are authority and responsibility clearly defined and properly delegated? 

). Are policies clear and properly communicated? 

. Are decisions made at the lowest competent level? 

. Are expenditures subject to adequate budgetary controls? 

. Does the flow of work represent proper functional sequence? 
10. Are adequate controls installed and operating? 
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MANAGEMENT ACTIVITIES 


Most universities, like most businesses, feel that their management problems 
are unique. This assumption is not true in either case. Management activities 
of our universities fall into four natural categories: education, students, public 
relations, and auxiliary activities. The last includes finance, non-academic 
personnel, grounds, buildings, purchasing, maintenance, food services, infirmary, 
bookstore and others of equal importance. 

Education: We shall not undertake any discussion of the educational activity. 
It is interesting to note, however, the opinion of one who should be an outstanding 
authority in this field. In the November 11 issue (1939) of the Saturday Evening 
Post, Chancellor Hutchins of the University of Chicago wrote: “It is no exag- 
geration to say that we do not yet know how to organize a university or how to 
manage it; we do not know whom to teach, what to teach, or how to teach; we 
do not know the relation of education and research; we do not know what kind 
of education will strengthen the foundations of democracy. We are unclear about 
our aims and fumbling in our methods.” If a fraction of this indictment is true, 
there are plenty of wide open spaces for the improvement of university manage- 
ment. 

Student Activities: Management of student activities has been given over to 
the students with increasing rapidity during the past decade. Most of its rise 
has been concomitant with the period of most rapid growth in the student body 
which has added new heterogeneity to the former cosmopolitan character of the 
average campus. Student management of student activities, with institutional 
control, is the general pattern. As a pattern, this plan has its counterparts in 
many successful industries and is generally considered the best known method 
for securing initiative and flexibility conditioned by institutional standards. 

In several respects, however, the plan’s operation seems to differ considerably 
from its industrial applications. For one thing, student initiative has a protective 
coloring, especially in state universities where campus organizations occasionally 
boast of parental or other relationships with representatives in the legislature. 
To the extent that this is true, we have super-control over the institutional con- 
trol. To a lesser extent the same thing is true in private institutions where the 
trustees have rallied to the protection of student action when over-ridden by 
the alleged tyrannical usurpation of prerogatives by those in management 
control. 

The general result of this situation is an apparent weakening of management 
control, with frequent results which are more liberal than they are wise. This 
trend has progressed to the point where student organizations are slowly but 
effectively measuring the management of their institutions both in the educa- 
tional and auxiliary activities fields. Investigations, with reports of findings, 
are the entering wedge. Such reports are occasionally accompanied by the im- 
plication that friends will intercede if the university management fails to recog- 
nize the validity of the recommendations. 

This gradual usurpation of control by the controlee is due to several factors. 
Earlier maturity caused by direct contact with international problems is un- 
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doubtedly one factor. The young man who has been called on by his elders to 
help solve larger conflicts by direct action logically appraises the responsibilities 
he has been directed to assume. Responsibilities of the campus are more vivid 
because of a personal interest. At the same time, growing uncertainty of capacity 
for decisions is thrust on the older generation by the mere pressure of events. 

Gradual absorption of the academic field by state institutions adds new 
political angles to their constituted management, including the activities of 
student citizen-voters. This new situation is enhanced by the political flavor of 
many trustees. After the trustees, the student organizations and members of 
the state legislatures put their ears to the political ground, academic manage- 
ment feels a compunction to go and do likewise. 

Will this trend in the management of student activities reverse itself after 
the pendulum has swung still further in its present direction? It is suggested 
that the present situation violates a fundamental principle of good management. 
Whether or not its implications will lead to new principles because of its virtues 
in operation, we on this side of the management fence are probably not in posi- 
tion to pass adequate judgment. 

Public Relations: Since our universities deal so largely with the human factor, 
public relations assume a corresponding importance. Public good will, whether 
taxpayer or alumni, is one of the universities’ important assets, since they must 
all depend on public support to some extent. Here, too, management is condi- 
tioned by the pressures of future, present, and past students. They are a major 
influence to which the universities are appealing for favorable consideration. 
When these elements think of their alma mater they are scarcely idolizing the 
administrative or management authorities; rather, they are patronizing some 
intangible ideal. 

Auziliary Activities: “Auxiliary” is sometimes used in university management 
to denote those activities which are, or are supposed to be, self-supporting, such 
as the cafeteria and the infirmary. We use the term as embracing all those staff 
services which support the educational program. Few people realize that the 
auxiliary services of universities with 10,000 students may embrace all the ac- 
tivities of a city of 20,000. We shall discuss only a few of them. 

Management of the auxiliary activities of all state universities is conditioned 
by direct legal controls and indirect political considerations that operate against 
many accepted management procedures. For example, most purchasing depart- 
ments must resort to sealed bids which preclude negotiation for more advan- 
tageous prices. In addition, local or state vendor preferences, other things being 
equal, are either required or generally understood. Quality and price advantages 
of spot markets are largely impossible. This entire approach is negative and 
political rather than positive and businesslike. Its main purpose is allegedly to 
promote public honesty. 

The typical maintenance department covers heating, water, lighting, electrical, 
air-conditioning and sewerage installations. Normally, since its employees belong 
to the so-called ‘‘captive”’ group of workers with year-round employment, their 
wages should be slightly below accepted standards for journeymen. But their 
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wages are usually so far below union or community wage scales as to attract 
mostly inferior workmen. Justifiable complaints as to the quality of their work, 
and the excessive charges made by maintenance for their services, are the result. 

The typical maintenance department has a tendency to make or repair every- 
thing brought to its attention. Frequently, better prices and quality of work 
can be had on the outside. In spite of the fact that some industrial maintenance 
departments have established standard times, and even incentive wages, for 
many maintenance jobs, apparently no university has made a move in that 
direction. 

When considering the management of food services, one must first decide 
whether they are to be operated at a profit or at cost. Usually the latter is the 
established policy, with an operating deficit as the result. A casual survey of 
college cafeterias leads to the conclusion that most of the deficit group could 
recoup their reputations without sacrificing their services by following some of 
the more elementary practices of successful private restaurants. 

Another cafeteria policy consideration concerns the employment of part-time 
student help. This practice is of.-n more expensive than mere observation in- 
dicates. If it is to be followed as a student self-help policy, that should be con- 
sidered in setting food prices, as a charge to the policy. On the other hand, some 
college cafeterias have their prices practically set by local restaurant competition— 
either too high or too low on the basis of costs. State universities, using taxpayers’ 
money, are continually beset by the accusation of undermining private competi- 
tion by the prices they set on student services. 

Again, cafeterias often successfully resist doing their buying through the 
university’s purchasing department. Whether or not this is good management 
practice depends in part on the capacity of the supervisors of the two depart- 
ments. Purchasing should be able to do a better job. 

Management of non-academic personnel has all the headaches of its counter- 
part in industry. It may even experience strikes without the benefit of industry’s 
“out” through direct negotiation. Patterned for the most part after civil service, 
its hiring policies are determined by remote control and then largely frozen. 
Its promotional procedures are as slow as several layers of decision can make 
them, and its dismissal for ordinary causes is hemmed in by so many appeals as 
to be the dismay of management. To make doubly sure that expedition, so neces- 
sary in personnel work, shall give way to the certainty of delay, many univer- 
sities have personnel boards for considering problems better left to the discretion 
of the director of the department. 

Personnel also has charge of testing, training, recreation and retirement pro- 
grams. Normally, it would have charge of job classification and evaluation, but 
these modern management techniques are found in only a few of the more pro- 
gressive institutions. Recruitment and selection of labor under the handicaps 
of sub-standard rates make recruitment difficult and selection almost impossible. 

The /nfirmary is another activity that should pay its way from student 
assessments. If it were not for the objections of overburdened outside physicians, 
faculty members would be included in infirmary services. Lack of standards in 
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this field results in deficits or surpluses, neither of which is reasonable. Organi- 
zational and management practices are proverbially lax in most hospitals, and 
academic infirmaries are not an exception to the rule. Often left to operate as 
independent institutions, some of their activities, such as purchasing and ac- 
counting, might well be subject to control of the general business department. 

Other management activities include the book-store, property inventory, housing, 
publications, laundry, duplicating, and mail distribution. Any one of these may 
become a major management problem from time to time, and all of them require 
planning, organization, and control for successful operation. 


CONCLUSIONS 


1. Organization, fitted to the purpose it is to serve, is a tool of management 
which invariably makes good management better. For the most part, university 
management has suffered from over-organization and too many advisory com- 
mittees. Any management committee is too many. A multiplicity of advisory 
committees leads to splitting functions, diffusing responsibility, diluting initia- 
tive and confusing management with plural bosses. Advisory committees should 
be largely restricted to educational and student activities. 

When the organization is large enough, functional assignments of qualified 
operators, subject to coordination and control of the chief executive officer 
through departmental channels, appears to be the preferred plan for academic 
management. 

Good organization and management enables any activity, including univer- 
sities, to better serve its main purpose. The authors of The Organization and 
Administration of the University put it this way: “The time and interest of 
faculty members should be conserved for the work of instruction and research, 
and should not be ‘issipated in administrative and executive functions that 
might better be left to individuals chosen for the purpose.’ 

The Theory of Graicunus, establishing control relationships, furnishes the 
theoretical grounds for limiting the number of executive subordinates reporting 
to a chief. Since it has been repeatedly demonstrated in practice that an execu- 
tive can effectively deal with only a limited number of subordinates (three to 
seven), this span of control principle should be observed in university organiza- 
tions where executive control is not less important than in industry. Academic 
examples of executive control extending from 12 to 37 subordinates cannot 
possibly produce satisfactory results. 

2. Leadership involves the acceptance of appropriate responsibility and its 
effective discharge after acceptance. It draws the best contributions from others, 
and applies sound principles of organization and management. 

Planning is one of the chief functions of leadership. It requires time, thought 
and energy. It is the antithesis of improvising; it is organized foresight improved 
by corrective hindsight. Planning based on objective research and surveys of 
management in action should be continuous. 

Harnessing the best efforts of subordinates requires delegation of responsibility 


2 Reeves, Kelly, Russell and Works, University of Chicago Press, 1933, page 6. 
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and authority, a technique in which academic management is woefully lacking. 
Besides developing subordinates, delegation gains the time during which chiefs 
can plan. Furthermore, delegation of extraneous details has always aided man- 
agerial ability. Lack of enforced delegation through proper organizational plan- 
ning, plus the seeming desire of most university presidents to hold all the reins 
of responsibility and authority, is probably one of the factors in shortening their 
average tenure of office. 

Failure to delegate produces poor management and good ulcers. Furthermore, 
an unlimited span of control may easily lead to autocratic authority in our 
field where democracy has become the sounding board for all types of programs. 
Due largely to faulty organizational planning, there is a marked reluctance to 
relieve the presidents of our universities of purely supervisory and recurring 
routine duties. 

3. Lack of management standards was the outstanding observation of Cooke 
in his 1910 study. For most universities that observation still holds good. There 
are a few shining examples to the contrary, but it is not the practice to discuss 
management standards at conferences of college executives. There is little hope, 
therefore, of standards becoming infectious at an early date. Standard procedures 
should be used for all recurring operations and activities so that operating 
personnel devotes the minimum time to them, and management personnel the 
minimum of thought. 

Many management processes of higher educational institutions can be stand- 
ardized. Standards should be applied to situations, and principles which are clearly 
understood and recognized as relatively stable. It provides for the management 
of recurring situations on a rational and consistent basis, thus serving lower 
echelons for planning and controlling. All standards should be subject to periodic 
scrutiny for improvement. 

4. Coordination and control, as positive and necessary tools, are accepted tech- 
niques which are frankly not even recognized in most academic institutions. 
Their comparatively recent development has overlapped the period of rapid 
academic expansion, accounting in part for the excessive amount of management 
improvisation. Coordination refers to that arrangement of group effort which 
will obtain the most successful unity of action in pursuit of a common purpose. 

‘Control provides the means for determining whether or not, and to what extent, 
activities are performing the functions assigned to them and in the manner pro- 
vided. Effective control is practically unworkable under any system of divided 
responsibility. Centralized control of properly grouped and delegated functions 
is the directing principle, while integrated responsibility is the tool which effects 
its purpose. 

5. Costs are beginning to receive emphasis in university management. One 
reason is to build a realistic foundation on which to support pleas for larger 
capital and operating funds. Overall costs may be heading toward some standard 
basis for comparison with other educational institutions, for the enlightenment 
of alumni, trustees and prospective donors, and for legislative representatives 
of the taxpayers. One authority has suggested the student-hour as a standard for 
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cost comparisons. If it is used, it will be necessary to establish some formula for 
using quality of product as a correcting factor. With or without a standard, the 
beginning of an emphasis on costs finds its cause in the growing necessity for 
meeting competition in attracting students and private or public funds. Competi- 
tion here is the same pressure that caused business to look into its costs. 

6. Democracy is being increasingly emphasized as a determining factor in aca- 
demic management by writers in the general field of education. The democratic 
concept is elusive in interpretation. It means different things to different people 
and at different times for the same people. The Soviet constantly speaks of de- 
mocracy in connection with its fundamental principles of government. 

Applied to the management of our higher educational institutions, democracy 
has such a multiplicity of meanings that its use in that connection is valueless 
unless it is defined for the purpose. Its applications are shifted from society 
as a whole to private or public institutions without qualification. For example: 
“All members of a democratic society or association who are or will be affected 
by any policy pertaining thereto should be granted participation in the formula- 
tion of that policy either directly or representatively through an organization 
of their own and unrestricted choice, while at the same time they should also 
be charged with the wisdom or folly of the policy so recommended.’ 

In addition to being an involved sentence, it suggests a principle that is likely 
to meet difficulties in application. If this dictum is meant to apply to college 
students, a few simple applications will demonstrate that its premise is frequently 
unwise, and its suggestion relative to charging the policy-makers with the wisdom 
or folly of their rules, is impossible. 

Democracy is such a flexible concept that it can be used successfully to win 
battles or validate apparent distortions. In university management it is fre- 
quently conjured to support the settlement of technical questions by a group 
veto which is largely incompetent of rational decision with respect to the prob- 
lems considered. Its popular flexibility is its chief danger. 

Another comment about democracy from Dean Willard B. Spalding of the 
University of Illinois: “‘The faculty should participate in the selection of persons 
for administrative posts.”* It may be presumed that professors would exercise 
a more socially beneficial choice than a group of unionized industrial workers. 
However, there is one outstanding fallacy in this application of the democratic 
principle. The professorial group could not be held accountable in any tangible 
manner. Management would always have the responsibility which it could not 
escape by such delegation; so we would have an untenable separation of respon- 
sibility and authority—a violation of one of the fundamental principles of 
management. Mature consideration leads to the conclusion that some of the 
applications of the elusive principle of democracy require further consideration. 

* Hugh M. Shafer, Principles of Democratic Personnel Relationships in Administration, 


University of Oregon Press, 1944. 
#1951 Publication of the N.E.A., Volume I. 
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INDEX NUMBERS AND WEIGHTED MEANS 


Statistical price and quantity index numbers are essentially unrealistic. Con- 
sequently, problems involving the construction or use of index numbers are 
always difficult, and must be handled with apprehensive care. In a paper recently 
published in this journal,' W. A. L. Coulborn uses unorthodox methods of index 
number construction. The purpose of this article is to call attention to those 
methods, which the writers consider objectionable, and which might possibly 
be imitated by others. In justice, we hasten to add that the chief points of 
Coulborn’s paper are not concerned with index-number construction but with 
questions about the validity and usefulness of the concept of demand for output. 
This article will be restricted to consideration of the index-number example used 
by Coulborn; no opinion will be offered on the subject of demand for output, and 
neither approval or disapproval expressed concerning Coulborn’s discussion of 
this subject. 

An illustration purporting to show a constant price level and a fall of 50 per 
cent in the quantity index number and in total expenditure is set forth by Coul- 
born as a basis for discussing demand for output. Two goods, A and B, in con- 
secutive time periods, 1 and 2, are postulated: 


QUANTITY 
COMMODITY 





Total 





Between the two periods of time there has been no change in the demand func- 
tion for either commodity. The demand for A is elastic, and that for B is in- 


elastic. 
The lack of change in the price level is held to be shown by the results ob- 


tained when the numerical values tabulated above are substituted in his price 
index formula. 


(1) 


5, = lado) _ Spt _ 220 _ 11. 


rm%H rm 140 if . 
> — 
(2 py = mrad) _ rm _ 10-11. 
Lp2 qe Yp2q2 70 7 

1W. A. L. Coulborn, ‘‘The Quantity Index and Elasticity of Demand,’’ The Southern 
Economic Journal, Vol. XVIII, No. 3 (January 1952), pp. 303-311. The page citations in 
parentheses that appear in the present article refer to his article. Our notation is for the 
most part conventional, but is not always that used by Coulborn. 
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Do 11/7 
3 Py» = Po = = . 
(3) a 5 7 100 per cent 


Considering 100 per cent to be the price index number P;: , the quantity index 
number is obtained by deflating the relative value change: 


(4) Qe = soe + Py = ux 1 = 50 per cent. 

It is a commonly held idea that every price index number formula has its 
analogous quantity index number formula. The use of such a formula is es- 
pecially desirable when, as in the present case, it is sought to factor a value 
relative into its two components, the price index number and the quantity 
index number. In the present instance the formula, and its numerical value 


would be 
is Z[(p2q2) (q2)] _. S{Grgd (qd) _ 3,340 _ 6,800 
=(p2q2) =(piq) 70 140 
It is the opinion of the writers that neither the price index formula nor the 
quantity index formula is valid. The price index is a ratio of average prices, 
in which the prices are weighted by values. The proper weights to use are quan- 
tities, since such a procedure weights a price according to the frequency with 
which it enters the market as a sale. To weight a price by a value (the product 
of the price and its quantity), on the other hand, tends to assign extra large 
weights to extra high prices and extra small weights to extra low prices; this 
imparts an upward bias to the average. 
That Coulborn’s method gives a larger value than the conventionally weighted 
mean may easily be proved for the case of two goods. Assume 
a 2ptea) > 200, 
=pq =q 
The left member is Coulborn’s weighted mean which uses value weights, 
the right member is a conventional weighted mean using quantity weights. 
Multiplying both sides of the inequality by 2¢/Zpq yields: 
(b) ee > 
(pq)? 
Consider two commodities designated by subscripts 1 and 2. The left member 
of the last inequality may be written as 





= 98 per cent 


(qu + 92) (pin + pq) _ pigi + Pigg: + Ping + IG 


(pig + poqe)? Pig, + 2ripeagd + pg 





If inequality (b) holds, 


(pi gi + pi q:) + Ping + Pi DY SL 


(e) 
5 (pi gi + pqs) + 2 pi pen ge 


Then, 
(d) P2ng2 + Pignge > 2pipequde - 
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Dividing both sides of (d) by q:igz , we obtain 

(e) pi + pr > 2pipr. 
Subtracting 2p,p2 from both sides of (e) gives 

(f) Pi — 2pp2 + pi > 0 
which may also be written as 


(g) (pi — pe)? 2 0 


Since a square is always positive, the inequalities (c) through (g) are true, 
from which it follows that in the case of two commodities, inequalities (a) and 
(b) are true. Therefore, Coulborn’s method of weighting is biased upward if 
=pq/=q is the correct method of computing p. Where there are more than two 
commodities the proof is more difficult. 

Coulborn’s compulsion to weight his prices by expenditure is a curious one. 
He was discussing a point raised by Boulding and he evidently felt that some- 
thing in Boulding’s work required weighting by expenditures. In any event, he 
stated that “... only relative expenditures could be used as weights”’ (p. 306). 
A perusal of Boulding’s work makes this doubly hard to understand. When 
Boulding discussed price level measurement, he used conventional formulae.? 
Although Boulding’s exposition is quite clumsy and contains some erroneous 
statements, we have been unable ¢ to find any evidence that he would support 
Coulborn’s formulae. 

Actually, a price index number is not properly thought of as a ratio of average 
prices. An average of the number of horses and the number of apples has little, 
if any, meaning. Neither has an average of the price of horses and the price of 
apples. An index number should be an average of ratios, not a ratio of averages. 
When price relatives are averaged arithmetically, the appropriate weight is a 
value that is the product of some quantity and the base year price. Alternatively, 
equivalent index numbers can be constructed by the aggregative method. 
Perhaps the two best-known methods are those applied below to Coulborn’s 
data. 


Spe 2 p> 2 7 - 
Pw» Spem _ 120 _ 86 Pu P2qe _ 4 = 57. 


rpinh 140 ; Zmgqe 122 


= =Pig: _ 122 _ Zp2g _ 10 _ 59 
Qs Spm 140 ™ fis lina 1D °° 


The illogical character of Coulborn’s price index number is easily seen. Coul- 
born wants Pj, to equal 1 in order to illustrate his points about demand for 
output. Hence we may say, 


Spin _ pig 
=p nN Lp2 qe 

2. K. E. Boulding, A Reconstruction of Economics, pp. 182-186, John Wiley and Sons, 
New York, 1950. 
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Then, 
v2 
6) 2pads _ =p de 
mn “Pin 
The left-hand member of (6) is often referred to as the index of total value, 
Vi2 , since it accurately measures value in year 2 relative to year 1. 


2 
(7) Ve = Zp Gs 
<Pid 
Therefore, to obtain the desired constant price level, Coulborn’s formulae im- 
pose a very unusual condition on the value index as shown by equations (6) 
and (7). We shall not analyse this condition since it is of no economic interest. 
It is obvious that replacing prices by the squares of prices in the value index 
restricts very greatly the numerical values that prices and quantities may 
assume; furthermore, such a restraint has no counterpart in economic reality. 
It seems very difficult to think of any case where the squares of prices are ap- 
propriate in a value index. As a result, the reasoning leading to equations (6) 
and (7) constitutes a reductio ad absurdum of Coulborn’s price index. 
Coulborn’s quantity index is also illogical. Quantity index formula (4) may be 
rewritten as follows: 
a = =a = (Srq)’, 
Zpin = gig” 
rp 
Dprge _ (2p2g2)’ 
Zpig: Lpige ’ 
2p2q2 
- 2 2 
2 Zp2q2\ [Pin 
“$+ (an) ae 
ue Qe = 5 spa) Soke 
The validity of this formula also would appear to be restricted to trivial cases. 
Having criticised Coulborn’s formulae, it is in order to suggest a more rational 
solution. 
Actually, measurement of the change in the price level is indeterminate. Now, 
Lp = U(~pi + Ap)(m + Ag) = Zpim + ZpiAg + ZuAp + TApdg. 


Therefore, 


(8) 


(9) i: = 


>> =pA rqmA LSApA 
a =1+ —— + oe } See 
“Man “Mag “Un Pi Prd 
ZApA 
Vie — 1 = GQe — 1) + GPa — D+ =" 


AV = AQ + AP + Interaction. 


The quantity = = is a measure of the extent to which value change is not 
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accounted for by price change alone and quantity change alone, but by the 
interaction of the two.* For Coulborn’s data we have, 

Ap Aq Apag 

+$} —24 —$12 

- +30 — 20 


— $32 


zA 
hee - 3 = —23 per cent. 
This is rather a large proportion of indeterminateness. 

Instead of measuring the cost of a fixed market basket of goods in year 2 
relative to year 1 as we do with index numbers ,P, and 2P: , it is preferable to 
measure the cost of a fixed level of satisfactions in year 2 relative to year 1. 

Let iJ: be the cost in year 2 relative to year 1 of maintaining the level of 
satisfactions of year 1. Let 2/,2. be the cost in year 2 relative to year 1 of main- 
taining the level of satisfactions of year 2. Both ,J;2 and 2/2 are true price index 
numbers, and can be computed if we can assume a homogeneous group of indi- 
viduals and if we know the necessary indifference functions. We also know‘ 
that if there has been no change in tastes or environment, although perhaps a 
change in real income, 


Pre > dw, 


and 
Pr» < ali. 


Unfortunately, generalization cannot be made concerning the relative magnitudes 
of ,Ji2 and 2/,.. Therefore, we cannot conclude that ,Pi2 and 2Pj. are the out- 
side limits of the true price index. 

Although there is no unique solution to the question: how much has the 
price level changed, because the question is ambiguous, there are some methods 
which do not give an answer to any economically significant question. ,/;2. and 
eli: answer economically significant questions. A reasonable compromise solu- 
tion might be to average ,/12 and 2/12. geometrically. It is also plausible that the 
geometric means of ,;P12 and 2P;2 would differ only slightly from this compromise 
solution. In the present instance, Fisher’s “‘ideal’’ index number is, 


Py, = 86-57 = 70 per cent. 
The corresponding quantity index number is 
Qi = V87-58 = 71 per cent. 


* The Bureau of Labor Statistics, U. S. Department of Labor, has considered using this 
interaction term as a criterion for deciding when it is desirable to change the weighting 
pattern for a price index. 

‘ See, for example, Melville J. Ulmer, The Economic Theory of Cost of Living Index Num- 
bers, pp. 77-78, Columbia University Press, New York, 1949. 
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With the information given by Coulborn, this is perhaps as good a solution as 
can be made. 


University of North Carolina Dupiey J. Cowpen anp R. W. Prouts 


WAGES AND THE EXCESS PROFITS TAX 


The excess profits tax is an emergency levy on corporate income designed to 
accomplish two primary ends: (1) provide additional governmental revenue; 
and, (2) prevent or reduce profits accruing to private interests out of a national 
emergency. The difficulties attending its application have received much at- 
tention, some of them being serious in nature, viz. the onerous problem of 
establishing a proper base in the definition of normal profits, and the adverse 
impact of this tax on the cost consciousness of business. Additional problems 
relate to the impact of the tax on capital formation and production incentives.' 

Much attention does not appear to have been directed specifically toward the 
current reaction to the excess profits tax among important segments of organized 
labor. This reaction, however, is extremely significant when considered in the 
light of the fundamental objectives of the tax. Essentially, the attitude of these 
labor spokesmen has been expressed in the briefs of the United Steelworkers of 
America before the Wage Stabilization Board panels in the steel industry and 
Aluminum Corporation of America cases. In the Alcoa case, Mr. Marvin Miller 
stated :? 


This Company cannot support a plea of inability to pay. Its Profits are ‘excess’ by 
Congressional definition—so ‘excess’ that during the first 9 months of 1951 the Company 
was paying Excess Profits Taxes at an annual rate of $16.5 million. So ‘excess’ were they 
that the Company’s Income and Excess Profits Tax rate in 1951 was about 65% of its 
Profit Before Taxes—a rate close to the maximum. It appears that an amount somewhat 
above $50 million of the Company’s Profits Before Taxes in 1951 was ‘excess’ and taxable 
at a total rate of approximately 80%. 

A wage cost increase of $25 million would mean a Net Profits reduction for this Company 
of only about $5 million, since the entire cest would come out of the ‘excess’ profits now 
taxed at the maximum rate. This would be true of any wage cost increase up to nearly 
$50 million, an amount far above the cost of the Union’s demands. 


In the Steel hearings, Mr. Otis Brubaker, Research Director of the USWA- 
CIO, expressed the same viewpoint? 


Profits Before Taxes are a much sounder basis than Net Profits for comparison for 
purposes of collective bargaining because wages are paid before taxes, and—in view of 
the present tax rates—because much of the cost of a wage increase (nearly 70% in most 


! Profits, Report of a Subcommittee of the Joint Committee on the Economic Report, 
80th Congress, 2d session, pp. 141-153. 

? Case No. D-24-C, Wage Stabilization Board, Union Exhibit No. 3, pp. 8, 9. 

* Case No. D-18-C, Wage Stabilization Board, The Economic Documentation of the Steel- 
workers’ Demands, p. 20. 
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cases, and up to 82% on certain portions of the Income) would not reduce Net Profits 
even if the Companies were to absorb the full cost of such an increase. Instead, it would 
come out of Income and Excess Profits Taxes now going to the Federal Government... . 
(Italics added). 


These statements imply that “excess” profits represent an unwarranted and 
unjustifiable level of earnings. Further, the statements are blunt in viewing such 
“excess” profits as a source of wage increases which are almost costless to bus- 
iness, since they ‘“‘would come” mainly “out of Income and Excess Profits 
Taxes now going to the Federal Government ” This viewpoint has very 
serious implications in terms of profits, costs, governmental revenues (fiscal 
policy generally as related to the threat of an armament inflation), and the 
fundamental ethical foundation upon which excess profits tax legislation rests. 
Consequently, it must be subjected to examination. 

Profits: Excess profits are a matter of definition, for a thing is ‘“‘excess’”’ only 
in terms of its relationship to something else. In this instance, profits become 
“excess’”’ whenever they exceed those of a base period chosen as representing 
“normal” returns. As a matter of fact, the choice of the base period is one of the 
thorniest problems encountered in connection with excess profits legislation. 
The practice has been to consider a percentage of the average annual profits of a 
specific number of past years as “normal’’. The difficulties met here are: (1) 
any given company or industry may be caught with a base period profit ex- 
perience which is abnormally low; (2) the years included in the base period may 
not be representative of secular profit trends for the entire economy; and, (3) 
the percentage figure which is applied to the average annual base period dollar 
profits must necessarily be arbitrary in nature. Consequently, excess profits tax 
payments by a firm or industry cannot be construed as positive evidence, by and 
of itself, of an unjustifiable level of earnings. Such payments may, or may not, 
reflect special windfall returns due to the existence of a national emergency. 

Costs: Wage increases based on excess profits tax payments are not sub- 
stantially costless. First, to the extent they are not offset by improvements in 
physical productivity, they increase unit labor costs. Second, this effect outlests 
the period during which the emergency profits legislation is in effect. Conse- 
quently, the cost impact, though delayed, must ultimately be borne fully by 
“normal” profits. 

Governmental Revenues: The union spokesmen argue that wage increases, 
during a period when an excess profits tax is in effect, are almost costless. This 
assertion rests upon the fact that such increases are business costs, computed prior 
to taxes, and, therefore, would be covered in large measure by a siphoning-off 
of tax payments to the pockets of wage earners. In the Alcoa case the union 
estimated that a total wage cost increase of $25 million would come 80% from 
reduced . governmental revenues and 20% from net profits. Obviously, the 
effect is to decrease government income and increase private income. 

The excess profits tax is an emergency measure, being associated with a war 
or rearmament effort. The threat of inflation is especially great during such 
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periods, for military production generates consumer income without any off- 
setting expansion of the supply of consumer goods. Consequently, proper anti- 
inflationary fiscal policy requires a diversion of spending power (income) from 
private hands to the government, so that the budget is balanced and deficits 
avoided. This objective is completely inconsistent with the union spokesmen’s 
attitude that “excess” profits provide a pool from which wage increases may be 
siphoned almost painlessly. As a matter of fact, general wage increases, based 
upon an application of the labor spokesmen’s logic, could induce severely in- 
flationary consequences. 

The Ethical Foundation for the Excess Profits Tax: This type of tax legislation 
has been justified on the ground that no one should gain from war. I am in 
complete agreement with the moral rightness of this viewpoint. And, of course, 
labor spokesmen have on numerous occasions indicated their agreement with the 
principle. Consequently, their seeming eagerness to draw wage increases from the 
excess profits tax appears strange and ill considered. Is it right for labor to gain 
from war? Of course not! We are all Americans, and equally responsible for 
bearing our fair share of the national effort. If labor takes an opportunistic 
viewpoint, other groups will react in similar fashion. Instead of excess profits 
tax legislation to prevent gain from war, we shall witness an unhappy and tragic 
struggle over the distribution of such gains. 


CONCLUSION 


The excess profits tax does not provide a pool of funds available for wage 
increases. The contrary attitude is fraught with the dangers observed above. It 


would tend to reduce government revenues when they should be increased, in- 
crease one group’s income when all incomes should be curbed, incite internal 
quarrels when unity and harmony are vital, and place a long-run burden on 
profits and incentives. We must insist that the maturity and intelligence of 
labor’s spokesmen reveal themselves in a reversal of an attitude which is sug- 
gestive of opportunism. 


New York University A. L. Grrtow 
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An Economic Approach to Antitrust Problems. By Clare E. Griffin. New York: 

American Enterprise Association, 1951. Pp. xiv, 95. Paper, $1.00. 

This is a book that needed to be written, and Dr. Griffin performed an impor- 
tant service in placing his views before the public, for it was needed by lawyers, 
legislators, judges, and economists. Roscoe Pound in his ‘‘Foreword” to the vol- 
ume says that what Professor Griffin has done is to give some excellent advice for 
the courts as to interpretation of the antitrust statutes, for the prosecuting agen- 
cies as to whether or not to prosecute, and to legislators for drafting proper 
legislation for the attainment of the purposes desired. 

In introducing his analysis, the author states that “A basic proposition that 
should underlie any discussion of antitrust policy is that a free society must be a 
competitive society” (p. 15). “The belief that a competitive system will advance 
the interests of the people of the country in their dual roles of producers and con- 
sumers better than any alternative principle is held by most economists of this 
country.” “‘The justification for our antitrust laws rests finally upon our accept- 
ance of the principle of competition” (p. xi). 

Yet, desirable as competition may be deemed to be, the legislators and courts 
have become so confused in a fog of inconsistencies and contradictions that they 
do not know what is the basic end to be sought or the means by which it is to be 
achieved. In Chapter III the author deals with “New Interpretations of Anti- 
trust Law.” Here he shows that they are confused because they do not distinguish 
between a company that “‘grows”’ to large size and one that is “contrived.” 

From the legal point of view it may seem to be a matter of indifference whether 
a corporation has gained control of 75 per cent of the market by contrivance 
through gentlemen’s agreements; the formation of a trust or a holding company; 
or by sheer efficiency through which competitors are eliminated by lower unit 
costs and lower prices to the consumer or buyer. But to the economist it makes 
all the difference in the world. If we are to have an Economic Approach to the 
Antitrust Problem, our first concern must be for the consumer or buying public. 

Yet, our modern legislators and courts are in utter confusion—at sea without 
chart or compass—because they have lost any basic criterion to follow. Whereas, 
the original purpose was the preservation of competition, it has now become in 
many instances, the “protection of competitors.” As Dr. Griffin well says, “cer- 
tain cases have been brought and are now in process which seem to be based upon 
the view that the sin consists not in charging high prices to the consumer, but 
just the opposite— namely, of charging such low prices as to make it impossible 
for certain competitors to remain in the field. This philosophy appears to underiie 
the Robinson-Patman Act and thus, some believe, brings it in conflict with the 
Sherman Act” (p. 35). 

As an example of this, he cites the A & P case where he says, “can we say that 
this case is inspired by an attempt to root out inefficiency and sluggishness which 
are the twin children of monopoly and restraint of trade? Rather the basic sin 
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that appears to have attracted the fire of the antitrust artillery is that the com- 
pany has been too efficient—not too efficient for the welfare of consumers but too 
efficient for the comfort of some conventional wholesalers and retailer” (p. 68). 

Not only has our antitrust policy bogged down through such legislation as the 
Robinson-Patman Act designed to assuage the rigors of competition and protect 
inefficient high-cost firms from the competition of efficient low-cost firms, but 
“Big Business” is prosecuted and persecuted because it is big and not because it is 
bad. It is bad because it hurts competitors by offering the public too much for its 
money. But the acme of absurdity is reached when we get to much of the modern 
agricultural legislation—a field where genuine and effective competition is found 
and easily preserved. Then the government moves in with floors and price sup- 
ports to keep the price above the competitive level. All of these tangled and con- 
fusing positions are treated vividly by the author in this book. 

Yet, he does not permit himself to be wholly an iconoclast, for the book closes 
with a section on positive suggestions for improvement, or positive standards by 
which to judge whether antitrust action should be taken. 

In conformity with the title “An Economic Approach to Antitrust Problems” 
in Chapter VII he deals with “Proposed Standards for Industries and Com- 
panies.’’ Here he gives five basic economic tests. If a company or corporation meets 
these tests, it should be immune to prosecution by the government. They are: 

1. Is the industry (or company) efficient? 

2. Is it progressive? 

3. Does it show a reasonable and socially useful profit pattern? 

4. Does it have as high a degree of freedom of entry as the nature of the indus- 
try permits? 

5. Is it well suited to serve national defense needs? 

For Dr. Griffin, when any company or corporation is found where all these 
five questions are answered affirmatively, it should be deemed socially desirable; 
as behaving in the public interest; and should not be prosecuted or dissolved on 
some legal technicality. 

Louisiana State University H. L. McCracken 


Price Policies in the Cigarette Industry: A Study of ‘Concerted Action’ and its Social 
Control, 1911-50. By William H. Nicholls. Nashville, Tenn.: Vanderbilt Uni- 
versity Press, 1951. Pp. xix, 444. $6.00. 

The American tobacco industry offers an attractive study in contemporary 
business enterprise. In structure the industry approximates theoretical models, 
and the possibility of comparing theory and experience is suggested by the com- 
parative wealth of data available through administration of the excise and 
through the antitrust case of 1940-46. For persons immediately concerned with 
public policy the tobacco industry has a special appeal. Here within thirty years 
of an important legal victory the government found it necessary to bring a second 
antitrust case. And in winning that case the government has contented itself with 
imposing fines totaling a quarter of a million dollars. 

The subtitle of the present work is “A Study of ‘Concerted Action’ and its 
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Social] Control, 1911-50.” A short history of the tobacco industry leads smoothly 
into an extended consideration of the sales policies for cigarettes and the pur- 
chasing policies for leaf tobacco which were the basis of the recent antitrust case. 
Like Richard Tennant, Professor Nicholls is satisfied that these policies probably 
evolved, as the companies claim, without the exchange of ideas among the com- 
panies.' But, again like Professor Tennant, he is convinced that in the sale of 
cigarettes at least these policies produced results which the Sherman Act was 
designed to prevent. The final part of the book begins with a 50-page digest of 
the case—pretrial, trial, appeal, and limited review by the Supreme Court. 
Next follows the trenchant statement on the significance of the Aluminum and 
Cigarette decisions which Professor Nicholls read at the 1948 convention of the 
American Economic Association. Of particular interest is his estimate of the 
subsequent two-and-a-half year experience of the cigarette industry, and his 
final chapter entitled ‘“‘Can the Cigarette Industry be Made More Competitive?” 

On the recent experience of the cigarette industry it is easy to state Professor 
Nicholls’ views, but less easy to account for them. He is convinced that on the 
date his book went to press the “big three’’ were as surely in defiance of the Sher- 
man Act as they were in 1939. As proof he emphasizes three points. First, dis- 
parities in price behavior are trivial, and in any real sense there still is no price 
competition among the “big three.” Yet Professor Nicholls does not expect such 
price competition, even of a large number of cigarette companies, without a 
change in the basis of the excise tax and a check on advertising expenditures of all 
the major manufacturers. Second, earnings of the major companies are “high by 
competitive standards,” “monopoly profits.”” According to the data he presents 
average earnings (after taxes) of the “big three’ and Lorillard, as a per cent of 
net worth less goodwill, were 13.3 in 1947, 14.5 in 1948, 14.1 in 1949 and 12.8 in 
1950. The highest rate of earnings of any of the four companies was 13.9 for 
Reynolds in 1947 and 16.3, 15.7 and 13.6 for American in the three following 
years. Three sectors of American manufacturing reputed to be very competitive 
are textiles, apparel and lumber. The Federal Trade Commission’s Industrial 
Financial Report Series indicates that the average earnings on net worth of all 
concerns in these sectors was 20.1, 18.4, 8.1 and 13.7 per cent for the years 1947 
to 1950 inclusive. The one year in which the major cigarette manufacturers did 
better than the average company in these sectors, or better than the average 
company in all sectors of manufacturing,? was 1949, when many branches of 
American business were in difficulty. Professor Nicholls’ third point is that the 
economic power of the three major companies constitutes illegal monopolization, 
as together they supply a larger fraction of the market than in 1939 (77 per cent, 
as contrasted with 68 per cent). “Except for Phillip Morris (whose share of the 
market increased from 7 to 11 per cent) all companies other than the ‘big three’ 
suffered moderate to severe losses of market position since 1939.” For the most 


1 The American Cigarette Industry, pp. 300-302, 385-386. 

? The average earnings on net worth of all United States manufacturing concerns has 
been estimated by the Federal Trade Commission as 15.6, 16.1 11.7 and 15.4 for the years 
1947 to 1950 inclusive. 
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part, the brands that lost ground were economy brands. The obvious reasons are 
the greater real incomes of a a large part of the American people, and the rela- 
tively low prices of standard brand cigarettes since World War II. The “big 
three’’ produced a somewhat smaller proportion of the standard brand cigarettes 
in 1950 than they did in 1939 (76 compared with 79 per cent). 

In any event, by what means “can the cigarette industry be made more com- 
petitive?” Professor Nicholls recommends division of each of the three major 
companies into several separate concerns and a progressive tax on advertising 
expenditures, but <uly if the same policies are adopted concurrently for a long 
list of industries conspicuous for fewness of sellers and an emphasis on non-price 
competition. His one unqualified recommendation is the assessment of cigarette 
taxes on their value at wholesale, rather than on their quantity. Such a step 
would eliminate a major impediment to price competition, encourage develop- 
ment of products in a more complete range of qualities, and remove the present 
handicap on cheaper brands. It is difficult to see how any industry could object 
to such a step, as it would increase the range of managerial discretion and is in 
accord with the free enterprise tradition that prices to consumers should vary 
with costs to producers. 

Furthermore, Professor Nicholls believes that dissolution should await an 
act of Congress establishing unambiguous and economically sound standards for 
the maximum size of firms. A case-by-case approach under the present law, he 
argues, is unfair to investors in the relatively few industries that are likely to be 
singled out for attention, and results in ‘capricious standards” and ‘needless 
uncertainty and confusion among business executives.’’ Yet as a general legis- 
lative standard he would “have no objections to that of Henry Simons—‘the 
minimum size of operating plant requisite to efficient, but highly specialized 
production’—if the word ‘firm’ is substituted for ‘plant’.” In considering the ap- 
plication of such a standard to the cigarette industry, Professor Nicholls is 
unimpressed by alleged economies of multi-plant operations. Richard Tennant 
was of the same mind, but rejected dissolution on a scale he thought necessary 
to re-establish price competition on the ground that any reduction in manufac- 
turers’ prices would be offset by heavier costs of distribution. Professor Nicholls 
is not concerned on this score (perhaps because he is thinking of about 7 addi- 
tional companies instead of 47), although the only reason he offers is that brands 
of the smaller manufacturers would sell more rapidly than at present. But Pro- 
fessor Nicholls does hesitate at the likelihood that the more or less fragmentized 
industry still would eschew price competition. 

Indeed he contends that a progressive tax on advertising expenditures is 
necessary if a measure of price competition is to exist in the cigarette industry and 
other oligopolistic industries that rely heavily on advertising. One objective is 
to permit small manufacturers to establish themselves by doing, free of such a 
tax, as much advertising as they can afford while at the same time discouraging 
the big advertising programs of major firms since these make entry both hazard- 
ous and expensive. Professor Nicholls is not prepared to accept a single schedule 
of tax rates for all manufacturing industries. After rejecting rates based on total 
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advertising outlays of a firm, or on each product of a firm, he proposes ‘“‘very 
tentatively” rates rising steeply with the degree of a firms’ market control. On 
further study Professor Nicholls should have a better alternative. In many in- 
stances the industry-wide data currently available on an annual basis simply are 
not precise enough for the purpose he has in mind. Furthermore, the Bureau of 
Internal Revenue would have to cope with the desire of every firm subject to the 
tax to define its markets in the broadest spatial and product dimensions. 

I am unable to reconcile the specific proposals Professor Nicholls advances for 
a limit on size of firm and for an advertising tax with his unwillingness to accord 
a measure of discretion to the agencies that would be charged with administration 
of such laws. Surely he cannot think that such terms as ‘‘market,’’ “industry,” 
or “product” can be incorporated into a law applying generally to American 
manufacturing, and mean the same things to all people. Nor can he think that 
business executives readily will assent to his position that “purely private” as 
distinct from “social” economies of scale are not economies at all.* Such mis- 
givings, however, apply only to the last few pages of a valuable contribution to 
the literature on market policies in limited-member industries. I hope the book 
will be widely read, and that Professor Nicholls and others will be stimulated to 
further studies in this important field of inquiry. 

Washington, D. C. Frank J. Korrke 


Economics: An Introductory Analysis. By Paul A. Samuelson. 2nd ed. New York: 

McGraw-Hill Book Co., 1951. Pp. xxii, 762. $5.00. 

The second edition of Samuelson’s Economics, printed about three years after 
the publication of the first edition, amounts to a complete revision of the original. 
Data contained in the first edition have been brought up to date, chapters and 
their contents have been rearranged, and much new material has been added, 
making the second edition about 140 pages longer than the first. 

The first edition was subdivided into three parts, i.e., “Basic Economie Con- 
cepts and National Income,” ‘Determination of National Income and its Fluctu- 
ations,” and ‘““The Composition and Pricing of National Output.” The second 
edition has three additional parts, namely, “‘Distribution of Income: The Pricing 
of the Factors of Production,” “International Trade and International Finance,” 
and “Epilogue” (the latter dealing with alternative economic systems). Though 
not all the material in the last three sections is new, some of it having been shifted 
from the first three sections, this increased subdivision improves the general lay- 
out of the text by making it more logical. Formerly, for instance, marginal cost 
analysis, international trade, and a brief discussion of the various “isms” were 
all combined under the general heading of “The Composition and Pricing of 
National Output” while, in the second edition, they are separated as they ought 
to be. Yet in spite of this separation, the author has succeeded in connecting, 
logically, the various parts of the text, leading the reader gradually from one 
chapter to the next. 


* Fred Raymond also advocates a measure of deconcentration by unambiguous statu- 
tory rules. The formula he proposes in The Limitist is designed to avoid these difficulties. 
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Probably the most important addition is the more thorough treatment of dis- 
tribution. One brief chapter of about 20 pages has been expanded into a section 
containing a thorough theoretical analysis of distribution and a detailed investi- 
gation of the factors which influence the size of the distributive shares going to 
the respective factors of production. Unfortunately, the excellent analysis of 
rent, wages, and interest is followed by a chapter on “Profits and Incentives” 
that leaves much to be desired. This chapter is too short, too sketchy, and about 
one-fourth of it is devoted to an attack on ‘taxes on profits. 

Among other additions, the increased coverage of agriculture in general and of 
government aid to agriculture in particular should be mentioned. A detailed 
graphic analysis of the economics of government farm programs, including the 
proposed Brannan Plan, illustrates the discussion. 

The chapter on “Labor and Industrial Relations” has been rewritten almost 
completely in the light of more recent developments. The discussion of the theory 
of income determination has been taken out of the chapter on “Saving and 
Investment”? and new material has been added to it. The discussion of the 
balance of international payments and of postwar international economic prob- 
lems has likewise been brought up to date and has been moved from its previous 
illogical position between the chapter on ‘Federal Reserve and Central Bank 
Monetary Policy” and the chapter on the “Business Cycle” to its proper place 
towards the end of the book in the newly created section, “International Trade 
and Finance.” , 

The chapter on “Dynamics of Speculation and Risk” has been moved from its 
former unfortunate position between the chapter on the “Economics of Tariff 
Protection and Free Trade” and the discussion of comparative economic systems, 
into the section dealing with demand, supply, and marginal cost analysis. This, 
however, is not a great improvement. The part of this chapter that deals with 
the great stock market crash of 1929 belongs in the chapter on “The Business 
Cycle,” the discussion of the law of diminishing marginal utility, including the 
graphs of total and marginal utility, would fit best into the chapter on “The 
Theory of Consumption and Demand,” and the application of the law of dimin- 
ishing marginal utility to the theory of gambling (as covered in Alfred Marshall’s 
Principles of Economics) as well as the discussion of insurance could well be 
omitted altogether. 

Within the short period of time between the publication of the first and the 
second edition, the author seems to have changed, somewhat, his over-all view- 
point—he appears to have become more conservative. In his discussion on the 
influence of labor unions on the real income of the working class, for example, he 
formerly stated that “within limits, real wages can be affected by the process of 
collective bargaining” (1st ed., pp. 529-30) while he questions this viewpoint in 
the second edition, finally concluding that “the statistics on national income do 
not seem to reveal any great shift in the fraction of national income going to labor 
as compared with the preunion era” (2nd ed., p. 607). 

On the problem of corporate taxes he mentions that there are some economists 
who do not believe that these taxes are too high; they point out that, as stock- 
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holders do not pay personal income taxes on profits plowed back into the incor- 
porated enterprise “a corporation tax will at least partially remedy the situation” 
(1st ed., p. 171). He also stated formerly that he is only in partial agreement with 
the present trend of reducing corporate tax rates and replacing them by higher 
income taxes, and he concluded that “the problem is too complex a one to be 
given a final evaluation here’’ (loc. cit.). All of these statements have been omitted 
in the second edition in which the author devotes a large part of the chapter on 
“Profits and Incentives” to an evaluation of taxes on profits, in addition to the 
previous discussion of that subject in the chapter on “Federal Taxation and 
Local Finance.” This evaluation boils down to a condemnation of taxes on profits 
without a review of arguments in favor of higher taxes. The statement that “all 
but five per cent of left-wing and right-wing writers” (2nd ed., p. 260) among 
American economists have accepted neo-classical economics in its broadest out- 
lines is also a new addition contained in the second edition only; and it definitely 
implies that Professor Samuelson considers followers of Keynes, whom he calls 
a “narrow bond of zealots,” (Ist ed., p. 254; 2nd ed., p. 259) extreme left-wing 
economists, even though most economists—including Professor Samuelson 
himself —work “toward a synthesis of whatever is valuable in older economics 
and in modern theories of income determination” (2nd ed., p. 259). 

Professor Samuelson’s Economics, using the national income approach, and 
combining it with neo-classical, marginal productivity, and Keynesian theories 
is an excellent book that should prove to be highly interesting and enlightening 
to any graduate student or teacher in economics who wants to review some of the 
basic principles of economic theory and analysis on the basis of a most detailed 
discussion. But as far as a text in a principles course is concerned, the book seems 
to be too difficult, and one cannot help but feel that Professor Samuelson, who is 
Professor of Economics at the Massachusetts Institute of Technology, has 
written a textbook either for economics majors, or for engineers, who have special 
qualifications for graph and chart analysis. 

Practical experience, obtained by using this text in several sections of an 
introductory course in economics, has convinced this reviewer that a clear and 
meaningful understanding of production and consumption indifference curve 
analysis is quite beyond the capacity of the average student for whom economics 
is just one of many required subjects, and who is interested, if at all, in an over-all 
picture of the functioning of our economy. This is probably the reason why in- 
difference curve analysis is usually omitted in other principles of economics text- 
books. The backward-bending supply curve, likewise, involves theoretical prob- 
lems which should be reserved for advanced work in economics. The graph on 
p. 504 (2nd ed.), showing maximum profits for the individual firm as a straight, 
vertical line at the point of greatest distance between the total cost and the total 
revenue curves, and, on the same graph, again, as a straight, vertical line drawn 
from the turning point of the total profits curve down to the x axis may prove of 
great interest to advanced students but it is certainly confusing to the beginner 
who has enough difficulties grasping the determination of the optimum point at 
the intersection of marginal costs and marginal revenues. While it is certainly 
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more realistic to develop this latter maximum-profit-minimum-loss analysis for 
imperfect competition first, it probably detracts from understandability. Starting 
with the theoretical case of perfect competition (where average revenues equal 
marginal revenues) makes it easier for the student to understand the more diffi- 
cult analysis under imperfect competition (where marginal revenues and average 
revenues are two different curves so that the intersection of the marginal revenue 
curve with the marginal cost curve does not form a corner point on the maximum- 
profit or minimum-loss-rectangle). 

The same criticism of “being too difficult for beginners”’ could be illustrated by 
countless other examples of material which is beyond the understanding and the 
needs of the average student in an introductory course. Some of these are, the 
coefficient of elasticity, the applicability of the law of diminishing marginal utility 
to the theory of gambling, the “‘step-line” graph of marginal costs when units of 
production are indivisible, and the geometrical interpretation of the marginal 
propensity to consume as a numerical measure of the steepness of slope of the 
consumption schedule. 

While this criticism does, unfortunately, detract somewhat from the adequacy 
of this book as a text in a principles course, particularly in the case of instructors 
who dislike skipping parts of the text and who prefer simple and easily under- 
standable textbooks, this reviewer wishes to stress that it does not alter his gen- 
eral viewpoint of this work which he considers an outstanding treatise on prin- 
ciples and practices of economics. 

University of Alabama Harry SHAFFER 


Economic Dynamics: An Introduction. By William J. Baumol, with a contribution 
by Ralph Turvey. New York: Macmillan Co., 1951. Pp. xiii, 262. $5.00. 
Economists have always been cognizant of the dynamical characteristics of 

economic behavior and action but, perhaps for obvious reasons, have not been 

disposed to advance a complete and systemic theory of economic dynamics. 

Important elements of dynamics are traceable in the works of Smith, Malthus, 

Ricardo, McCulloch, and Mill. Marx also attempted an historical theory incor- 

porating dynamical assumptions. Among the Neo-classicists, Knight and Myrdal 

introduce into their theories of risk and uncertainty quite essential dynamical 
qualifications. And Schumpeter and Marshall treat economic development, the 
former in a systemic but incomplete manner. Within the last decade, Zeuthen has 
written @konomisk Teori og Metode, perhaps the first attempt at a general theory 
of statics and dynamics; Keirstead, his appetite-whetting The Theory of Economic 

Change; and Koopmans, his specialized Statistical Inference in Dynamic Economic 

Models. 

Baumol’s Economic Dynamics is the latest addition to this slowly growing 
literature. In it the author reviews and restates under a fairly simple but highly 
instructive mathematical setting the dynamics of the Classicists, Marx, certain 
Neo-classicists, the Neo-Keynesians, and the contemporary Swedish school; and 
thus he supplements quite neatly the earlier contributions. Dr. Baumol does not 
offer anything new in the way of theory; but he imparts freshness to it through 
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his clarity and improvement of exposition. His purpose, primarily eclectic, has 
been largely to bring into the confines of one volume past and present thought 
on economic dynamics. 

Yet, this eclecticism does not prompt the reviewer to conclude that a highly 
developed economic dynamics has at last been reached. It quite emphatically 
demonstrates that present economic dynamics is still close to an embryonic stage. 
Dr. Baumol in his very first sentence makes this point plain: “It should not be 
expected that this introduction will attempt to lay down the law on the meaning 
and uses of economic dynamics.” He adds that the meanings are numerous 

His own definition of the subject is by necessity broad: “Economic dynamics 
is the study of economic phenomena in relation to preceding and succeeding 
events.”” The breadth of this view is widened by his further delineation on dy- 
namic analysis; he finds that it “is concerned with the analysis of change (or 
its absence) in the economy.” 

In his theoretical exposition he distinguishes among “The Magnificent Dy- 
namics,” “Statics Involving Time,” and “Process Analysis.” The first category 
embraces such theory as primarily treats the psychological and technological 
“laws” governing economic growth. Thus the Classical, the Marxian, the Schum- 
peterian and the Harrodian models are included, the last as a contemporary 
rebirth of Magnifilent Dynamics. These theories perticularly are colored by their 
propensities for an historical interpretation of economic phenomena. 

The second category is largely confined to Hicks’ theory as found in his Value 


and Capital. In it economic phenomena are not related “to preceding and suc- 
ceeding events,” but quantities entering into the analysis must be dated and 
expectations written into the plans of the economic units. Even under the intro- 
duction of expectations, the economics of Statics Involving Time is ‘‘excessively 


mechanical.” 

To this category Dr. Baumol also adds a brief discussion of uncertainty and 
firm equilibrium, their nature and conditions. Here he follows Knight, Hart, 
Marschak, Schackle, Svennilson, and others, and makes the emendation that the 
planning unit is assumed to be “‘less of a calculating machine” than is ordinarily 
posited under this theoretical framework. Then, with this discussion as an entrée, 
Dr. Baumol goes on to treat the effect of price flexibility on economic equilibrium. 
Unfortunately, he here follows much too closely the rather unreal assumptions 
made by Lange in his Price Flexibility and Employment. 

The major contribution of Economic Dynamics is found in the third category, 
Process Analysis, a section developed with the aid of Ralph Turvey. This contri- 
bution has a dual value: (1) fundamental Swedish thought on dynamic economics 
is made available to English readers; and (2) the mathematics of difference 
equations is applied to process analysis with enviable simplicity and dispatch. 
The reviewer believes Dr. Baumol’s to be the best elementary exposition of the 
application of difference equations to be found. 

The method thus developed is also applied to Samuelson’s multiplier-accelera- 
tor principle and to the theories of economic growth of Domar and Harrod, much 


to their improvement. 





BOOK REVIEWS 107 


The reviewer recommends that all students of economics read this book. (The 
only mathematical preparation necessary to its understanding is a course in 
elementary college algebra.) While Economic Dynamics does not fulfill the de- 
mand for a complete systemic theory, it by a less reluctant effort than has char- 
acterized previous writing greatly improves upon the organization of this area of 


economic thought. 
Emory University Ernst W. Swanson 


United States Economic Policy and International Relations. By Raymond F. 

Mikesell. New York: McGraw Hill Book Co., 1952, Pp. xii, 341. $4.75. 

By drawing upon his experiences gained both as an advisor to several govern- 
mental departments and agencies and as a student of international economics, 
Professor Mikesell has been able to write this excellent book. As contrasted to 
the apparent endless stream of books being written in some fields since 1947, 
there had been no satisfactory publication in this area. Although throughout the 
book there is a flavor of orthodox international economic theory, the author’s 
major efforts have been devoted to an analysis of the international relations of 
the United States from an economist’s point of view. To accomplish this objec- 
tive, the nation’s foreign policy has been divided into two periods: (1) The 
Interwar Period, 1919 to 1939; (2) Policies after 1939. All of the important as- 
pects of our international economic policy have been carefully analyzed for each 
period. This chronological division of the book is a most logical one, for an at- 
tempt to integrate for the entire period the material dealing with each aspect of 
foreign policy probably would have resulted in distorted emphasis. Only eighty 
pages have been devoted to the first period, but this summary is essential to a 
study of the second part of the book. The work has been well planned so as to 
emphasize issues and policies about which little material has been written. 

In writing about issues as controversial as those dealt with in this book, an 
author will always have a “point of view” to express. However, in reading this 
book one definitely is left with the impression that Professor Mikesell is not 
trying to prove anything. His materials have been presented objectively with 
observations, comments, and conclusions that appear warranted from the facts. 
If there is a central theme that the author attempts to convey to the reader, it is 
that the United States foreign policy of the last three decades has all been rooted 
in national interest. Certainly this idea that American foreign aid has not been 
altogether altruistic needs emphasis. The author skillfully has pointed out the 
national interest involved in each of our foreign policies for the past generation. 

This book will be useful in any course dealing with the international economic 
or commercial policy of the United States. It is well written and unusually read- 
able for a book which presents so many facts. There is no filler material in the 
work; most books which attempt to cover this much material would be twice 
this book’s length. The author has been careful to document the work com- 
pletely, and the reader will find references to unusual sources of material on sub- 
jects for which he desires additional data. 

Louisiana State University W. H. BauGun 
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American Capitalism: The Concept of Countervailing Power. By John Kenneth 

Galbraith. Boston: Houghton Mifflin Co., 1952. Pp. xi, 217. $3.00. 

Professor Galbraith of the Harvard economics faculty begins his stimulating 
book with an analytical description of what he calls the competitive model— 
the central doctrinal formulation of the classical system of economic thought. At 
the very heart of this doctrinal formulation lies Jean Baptiste Say’s proposition 
that production automatically generates adequately counterbalancing consuming 
power. Therefore, general overproduction cannot even take place. In fact, for the 
Classicist, universal pure competition provides a marvelous economic mechanism 
which insures an automatic adjustment within a reasonably short time of every 
temporary unbalance that could conceivably occur. The single competitive enter- 
prise plays such an indecisive role that unwise decisions on his part can harm 
only himself. The system, as such, is practically foolproof. 

The author then demonstrates—in the opinion of the reviewer, successfully— 
the complete unworkability of the competitive model as far as the Twentieth Cen- 
tury American economy is concerned. The Great Depression of 1929-33 furnishes 
a convincing empirical disproof of Say’s Law. In the course of this disproof Pro- 
fessor Galbraith very cleverly juxtaposes to the classical theory of an automat- 
ically balanced economy the Keynesian theory that cyclical unbalance can event- 
ually be righted not by a restoration of the predepression balance but rather by a 
new balance at depression levels (pp. 75-78). 

After having rather effectively disposed of the competitive model the author 
presents what amounts to an implicit defense of noncompetitive capitalism. 
Surpluses arising out of monopolistic or quasi-monopolistic price policies make 
possible an amount of technological progress which would not be possible under 
a competitive model regime because of the absence of these corporate surpluses. 
Under strict competitive assumptions profit margins would be whittled away to 
minimum levels with the corresponding diminution of undivided profits and sur- 
plus accounts. (Professor Galbraith assumes, probably correctly, that new inven- 
tions, retirement of obsolete equipment, installation of new processes, and so 
forth, have been financed out of corporate surplus for the most part.) 

Moreover American wealth is so great that unlike other countries our nation 
can afford the economic loss involved in the incomplete utilization of resources 
involved by monopoly capitalism with its restriction of supply in behalf of profit- 
able monopoly price levels. 

The author bases these conclusions upon the elaborate psychological technique 
which American enterprises find it necessary to employ in order to tempt the more 
or less surfeited American consumer to buy their products. A really needy Amer- 
ica would not insist on cellophane wrappers for the most insignificant edibles, but 
rather would eat side meat and like it. 

Next comes the development of the central theme of the book—the theory 
of countervailing forces—that; is, economic forces tending to counterbalance 
under favorable circumstances the price determining power of the monopoly and 
quasi-monopoly selling interests. In the American economy this countervailing 
function is more or less effectively performed by great integrated buying agencies 
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such as chain stores, co-operative buying associations, and so forth. In other 
words, under certain conditions aligopsony tends to offset the power of aligopoly. 
Also the powerful national labor unions as sellers of labor tend to countervail the 
combined power of sellers of commodities. It should be the proper function of 
government to build up, to support the great labor union buying agencies, and 
so forth, so that they may perform their vital countervailing function of keeping 
monopoly in check. Consequently, anti-trust legislation and executive action 
directed against these countervailing agencies constitute a fundamental mistake 
in policy. Professor Galbraith seeks to indicate the limits to the effectiveness of 
the countervailing factors. In the face of an inflationary, relatively inelastic de- 
mand where productive capacity has been completely or nearly utilized, the 
monopolists will have little reason to expand sales volume. Consequently the 
buying interests and the sellers of labor will be able to exert little or no bargaining 
power against them—and bargaining power is the essence of countervailing 
power. During such inflationary periods government may have to intervene in 
the economy directly in order to reduce inflationary demand, not by stimulating 
production which only involves more inflation—but rather through high taxa- 
tion and credit restriction. 

Professor Galbraith has performed a notable service in demonstrating the 
bankruptcy, at least in practice, of the orthodox, automatic adjustment type of 
competitive economies. In the opinion of the reviewer, his critical analysis of the 
competitive model is indeed outstanding. 

As regards the theory of countervaillance, the reviewer feels impelled to ask the 
following questions. What is to prevent the large monopolist in selling interests 
from acquiring control over large-scale buying interests—such as chain stores, 
for instance? There is no hard and fast class line between selling interests and 
buying interests. The fundamental aim of private business enterprise is the 
acquiring of net returns, and net return seekers are not likely to be very dis- 
criminating as between net returns obtained from buying and net returns ob- 
tained from selling. 

Once more, what is to prevent large financial interests—lending agencies— 
from acquiring the controlling interest in the case of both buying and selling 
interests? 

In short, the reviewer is not yet convinced that Professor Galbraith’s ingenious 
and stimulating theory of countervaillance affords the key to the ultimate solu- 
tion of the major problem arising out of monopoly capitalism. 

Mercer University ArtTuurR B. ANTHONY 


Capital Budgeting: Top Management Policy on Plant, Equipment, and Product 
Development. By Joel Dean. New York: Columbia University Press, 1951. Pp. 
x, 174. $5.00. 

This little book is concerned with the kind of thinking needed by top manage- 
ment in assuming responsibilities of making decisions on capital expenditures. 
It’s purpose is to present “a broad-gage view of a system for capital budgeting 
founded on economic analysis and designed to reduce the executive time and 
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confusion involved in making decisions,” which is offered tentatively because the 
author recognizes the relative small attention given to capital budgeting by 
economists. 

Dr. Dean divides the subject of capital budgeting into four principal aspects, 
namely, demand for capital, supply of capital, capital rationing and the timing 
of its use. The first four chapters are almost identical with the first four sections 
of a chapter in an excellent book by the author.' In Chapter II on demand for 
capital, it is pointed out that the underlying requisite for effective planning of a 
capital expenditure is the recognition of the opportunity by management to in- 
vest money internally at high rates of return and an imaginative search for these 
opportunities should be an integral part of capital budgeting. The demand 
schedule, the relationship between the amount invested and the prospective rate 
of return, can be developed by arraying the estimated capital productivity on a 
firm-wide basis for a specific planning period. 

In Chapter III the author, in discussing the supply of capital, distinguishes 
the sources of capital funds, namely, internal and external. The chief internal 
sources are depreciation reserves and retained net profits. The chief managerial 
problems are forecasting the amount of cash that will be generated and deciding 
how much earnings to pay in dividends and how much to plow back in the form 
of capital expenditures. The plow-back policy is affected by many considerations 
such as alternative opportunity for investment, reserves for contingencies and 
growth, and the dividend policy. Cost of capital is the pivotal decision in the 
external supply of funds. Dean questions the broad economic policy of auton- 
omous capital formation. 

The next chapter on capital budgeting sketches more or less the abstract 
theory of rationing which is the heart in the planning and control of capital 
expenditures since the requests for funds normally exceed the supply. Dean notes 
that the essence of capital rationing is to find the intersecting point of supply and 
demand. This point is often manipulated for such purposes as to regulate the 
firm’s rate of investment to deal with dearth of funds, speculation on price 
fluctuations, etc. 

Important considerations are discussed which affect management’s decision to 
allocate money for replacement purposes. It is pointed out that the decision to 
expand the capacity to produce and sell the existing products is governed by 
comparing the estimated net incremental revenue with the increment in costs 
and relating this additional profit to the additional investment required to pro- 
duce this profit. The product investments include expenditures for both the im- 
provements in existing products and the additions of new products for gain in 
profit and also for strategic ends. In addition, Dean points out the strategic 
investments which are designed for reduction of risk and to promote welfare as- 
pects of the firm. In risk reduction expenditures for vertical integration are listed 
as defensive investments whereas expenditures for research purposes are termed 
aggressive investments. 

1 See Joel Dean, Managerial Economics (New York: Prentice-Hall, Inc., 1951), pp. 551- 
600. 
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The last chapter discusses the capital budgeting problems of the firm in coping 
with the demand and supply curves and determining the extent to which the 
firm can be more profitable by timing its investments with the cyclical nature of 
business and assuming the risk involved in doing so. The author includes an 
interesting appendix which discusses the disposal of assets rating the general 
principle that no asset should be retained if its yield is lower than the cut-off rate 
of new investment. 

While this book is oriented toward the industrial firm, the reviewer recom- 
mends the concepts and the general thinking presented in this book to those 
interested in the capital management of the agricultural firm also. 

University of Kentucky Joun C. RepMan 


War and Defense Economics. By Jules Backman and others. New York: Rinehart 

& Co., 1952. Pp. xxi, 458. $4.50. 

Professor Backman and his four collaborators have turned out a volume which 
competently covers many of the important topics in mobilization economics. 
The authors have kept their emphasis on the economic, rather than administra- 
tive, aspects of mobilization which is in refreshing contrast to some of the books 
which purport to deal with the same subject. 

War and Defense Economics is not very original, but much important material, 
both factual and analytical, which in the main is available elsewhere, is handily 
concentrated into this volume. Production potential and programming, materials, 
manpower, food, price and wage control, rationing, subsidies, fiscal and monetary 
policy, and economic warfare all receive due attention, but usually in quite a 
conventional manner. Probably the most original chapter is Solomon Fabricant’s 
“Programming Production.” This deals with the highly important, and generally 
neglected, federal function of scheduling munitions output, deriving requirements 
for components and materials, and testing for feasibility. In connection with such 
testing a brief but interesting discussion of the input-output technique is in- 
cluded. 

A minor criticism of Fabricant’s chapter is that he might usefully have made 
clearer the relations between production goals and programs. A goal is frequently 
a publicly announced production target such as President Roosevelt’s “60 thou- 
sand airplanes in 1942 and 125 thousand in 1943,” or Wilson Wyatt’s ‘1.2 million 
housing starts in 1946 and 1.5 million in 1947.” Such publicly proclaimed goals 
impose on the responsible administrative agencies the (generally impossible) task 
of framing monthly production programs which will realistically total to the 
target quantities during the specified periods. A dishonest and disruptive double 
scheduling tends to ensue. During 1942 and 1943 there were two sets of official 
airplane production schedules, one totaling to the President’s goals and the other 
to lower, more realistic numbers. Much confusion and diseconomy resulted, since 
occasionally different federal offices were striving to make resources available for 
two quite disparate programs. Mr. Wyatt’s goals similarly distorted production 
scheduling so that official housing starts schedules (upon which subsidy payments 
and other important actions were based) totaled 1.2 million for 1946 long after 
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agency analysts were aware that actual starts would be closer to 1 million. One 
must conclude that our public officials should refrain from announcing production 
goals which will later plague production programmers. If they must announce 
output goals, it is safer to specify a range than a specific number. 

Backman’s observations are usually sound but seem occasionally to suffer from 
a lack of administrative experience with the topics with which he is dealing. For 
example, on page 7 he states that airplane production in June 1941 was less than 
1500 compared with “the announced goal of more than four thousand monthly.” 
There was no such goal for June 1941. Professor Backman is apparently referring 
to the first-announced goal of 50,000 planes a year which, however, did not refer 
to 1941 or to any other specific year. Further, when he describes the “four stages 
in an armament economy” (p. 6), he seems to overlook the remarkable increase 
in efficiency of arms production which occurs as experience is gained. B. L. 8. data 
for the airplane industry during World War II show a 20 to 30 per cent reduction 
in man-hours per unit every time the cumulative output of a particular model 
doubled. This factor can do much to relieve the need to cut back civilian produc- 
tion drastically in order to free manpower for munitions work assuming, of course, 
that the war is not going too badly. 

The classification of instruments of control which may be used by the federal 
government (p. 229) leaves a good deal to be desired. Under “general controls” 
are listed fiscal controls, credit controls, general price freeze, and general expendi- 
ture rationing. This reviewer feels that the general price freeze should not be 
included here since it is basically different in philosophy from the controls which 
attempt less directly to check price increases by limiting total demand: instead, 
it belongs under “specific controls” of prices and wages. The classification also 
shows “scheduling” and “allocation” as breakdowns under “priorities.” Actually, 
scheduling is not an instrument of control at all but merely a statistical procedure 
which is useful in administering the controls. Allocations are a more powerful 
device than priorities for directing the flow of scarce materials and should cer- 
tainly not be listed as subsidiary to priorities. 

A fully suitable textbook in this field should devote considerable space to an 
examination of individual firm and industry adjustments to price controls, sub- 
sidies, limitation orders, priorities, and allocations. Some material of this sort is 
included, but the emphasis is heavily on the macro-economics of mobilization. 
Those who work as economists or statisticians in the administrative agencies 
actually spend the greater part of their time on problems of individual products, 
firms, and industries. 

Forty-seven pages at the end of the book are devoted to a reproduction of the 
Defense Production Act, incorporating 1951 amendments. This seems to be a 
disproportionate amount of space to devote to a verbatim transcript of a law 
which is readily available elsewhere, particularly because the book contains little 
analysis of the provisions of the Act. The devastating Capehart and Herlong 
amendments are not identified. The generality of the Congressional mandate 
regarding the production controls which the executive agencies may administer is 
not recognized. Most of the volume is actually written about World War II ex- 
perience rather than about the post-Korean rearmament period. 
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While War and Defense Economics is as good a text for a course in Economics 
of Mobilization as has come to the reviewer's attention, there is considerable 
question whether there is need for such a course in the university curriculum. Its 
principal subject matter can readily be comprehended by such standard courses 
as Money and Banking, Government Finance, Economic Theory, Labor Prob- 
lems, and International Trade. A separate course in Economics of Mobilization 
is vrobably useful mainly as an interim measure while teachers of the standard 
cou. es are catching up with the recent facts of life. 

Fwrida State University MarsHALL R. CoLBERG 


Coffee, Tea and Cocoa. By V. D. Wickizer. Stanford, Calif.: Stanford University 

Press, 1951. Pp. xiii, 497, $5.00. 

The Stanford Food Research Institute has begun the preparation of a series 
of studies dealing with food, agriculture and World War II. These studies will be 
grouped into wartime management of food and agriculture, international organi- 
zation and controls, and international commodity developments. Coffee, Tea and 
Cocoa is the first of the series to be published. Students of commodity analysis 
know of the excellence of the Institute’s Commodity Policy Studies and of Wick- 
izer’s major contributions to this former series, Tea Under International Regula- 
tion and The World Coffee Economy With Special Reference to Control Schemes. 

The central core of this work deals with coffee, tea and cocoa as separate com- 
modities in three parts. The general pattern of these parts is a study and analysis 
of the development of the industry; the culture, manufacture and marketing 
processes; changes and/or regulation of production, exports and consumption of 
the commodity; World War II developments; and post-war problems. There is 
an introductory chapter to the central core and a fourth part dealing with 
trends and problems of the three commodities. 

There are many values to be found in an excellent and scholarly study of this 

type. First, coffee, tea and cocoa are seen not only as important world commodi- 
ties of drink and food but as vital sources of income essential to the economic 
‘stability of the producing countries. Secondly, as the manifold problems are un- 
veiled, one is impressed with the increasing necessity of study of individual 
commodity and industry problems and the exchange of reliable information at 
the international level. Generalizing with respect to and ignoring, or offering 
intuitive solutions to, these problems appear to be outmoded procedures. 

Wickizer’s study is so definitive and complete that a reviewer cannot do justice 
to this work by attempting to summarize his conclusions. It does appear how- 
ever that, even though it has been achieved outside the scope of the free market, 
the tea industry has been and is in a more stable position than that of the two 
other commodities. This more mature industry is deeply concerned over trends 
in costs that have made higher prices necessary. 

Problems in coffee have had their principal source of origin on the supply side 
with “burdensome surpluses.” Inelastic demand at the consumer level has re- 
sulted in low prices to producers and consumers. Emerging from the war with a 
more balanced position, coffee producers faced a more optimistic future. The 
reader is aware of what has happened to coffee prices, but the why of these 
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prices is not easy even for the expert to determine because of the need for “re- 
placing producer propaganda with sound statistical information.”’ United States 
students of the coffee industry still see considerable instability in the industry. 

In 1947 The Wall Street Journal reported that: ‘“The entire chocolate fraternity 
from the biggest cocoa bean importer to the smallest Main Street candy retailer, 
goes to bed nightly muttering oaths against the British-Brazilian cocoa monop- 
oly.” This was because of the advance of (500 plus per cent) and fluctuation in 
cocoa prices after price decontrol in the United States. However, there appears 
to be reliable information to indicate that part of the price increases was due to a 
rapidly deteriorating world supply situation. Indeed problems of production and 
possible shifting of areas have been most critical during the post-war period. For 
example, spreading disease threatens the leading producing country, the Gold 
Coast, where cocoa accounts for approximately half the value of all exports and 
is the main source of income of the greatest number of people. 

The general reader of this Journal will primarily be interested in those sections 
of Part IV of this study which deal with demand, consumption, and competition; 
post-war regulation of production as related to international trade policy; and 
tropical crop production in evolution. In this latter discussion the conclusion is 
drawn that the world demand for tropical crops is greater than ever before, and 
that production to meet this demand is largely dependent upon the peasant 
farmer, and that if this is to be accomplished the development of peasant-type 
agriculture must proceed much more rapidly than it has in the past. 

Thus, this reviewer would conclude that herein lies the real opportunity for 
technical aid to these producing countries which should have lasting benefits 
to those of us who purchase these commodities at the same time that it strength- 
ens the economies of the producing countries. 

Coffee, Tea and Cocoa is recommended for the economist, the industrialist, and 
the student of international relations; and as a pattern of the type of study to be 
made and followed through with at the action level. 

University of North Carolina Ourn T. Movuzon 


The Soviet Price System. By Naum Jasny. Stanford, Calif.: Stanford University 

Press, 1951. Pp. ix, 179. Paper, $2.00. 

Reviewing Schwartz’s book on the Soviet economy in a recent issue of this 
Journal (October 1951, p. 260), Paul Paustian complains that “The author 
makes the point that price fixing is an arbitrary procedure, but fails to explain 
in any detail how the total price structure is established and kept functioning. 
Data on such questions apparently elude even the most avid research scholars 
outside of the Russian system.” This gap in our knowledge Naum Jasny’s book 
attempts to fill. His path-breaking study is the second of three closely connected 
essays. The first, entitled The Soviet Economy During the Plan Era, deals primar- 
ily with national income: the third essay is entitled Soviet Prices of Producers’ 
Goods. 

In The Soviet Price System Jasny’s primary concern is with the practically un- 
interrupted inflation that characterized the Soviet economy from 1930 to 1949. 
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About the reversal of this trend and the substantial price cuts that have occurred 
in the last three years he has little to say. Perhaps we are still too close to these 
events to assess their significance. Jasny attributes the reductions in 1950 to a 
colossal blunder of Soviet planning in 1949 when prices of producers’ goods were 
raised much more than necessary to cover wartime increases in costs. This obser- 
vation is doubtless correct as a partial explanation. If, however, the Soviet iron 
and steel industry is any criterion, Jasny has overlooked the steady lowering of 
unit costs of production since 1946, which are the result of startling increases in 
the output per unit of capital equipment in conjunction with the currency reform 
of December 1947. Since the data for his book were assembled, there have been 
two more substantial price cuts and Soviet economists are now worried about how 
to plan production in comparable prices during a period of continuing deflation. 
The situation in which they find themselves is truly ridiculous, because the main 
forces which imparted an upward bias to their indexes up to 1949 are now operat- 
ing with full force in reverse. (See an article on this topic in the January 1952 
issue of Planovoe Khoziaistvo.) 

Jasny deserves particular credit for making crystal clear the effect of inflation 
on the broad structure of the price system. The great peculiarity has been that 
the prices of the varicus commodities rose at greatly varying rates, spreading 
out like a fan. In 1948, for example, the prices of certain types of rolled steel were 
not quite three times those of 1926-27, but the price of common bread was almost 
40-fold this level. The normal situation in backward countries is for the prices of 
producers’ goods to be relatively higher than those of consumers’ goods. The 
peculiarity of the Soviet price system is that means of production have become 
very cheap relative to wages and still cheaper relative to the prices of consumers’ 
goods. It is this feature which makes the Soviet price system unique. Jasny also 
deals at some length with the unusual features of Soviet farm prices. 

Jasny considers turnover taxes under the category of price-forming factors. 
This reviewer finds it less confusing to look at the fantastically high-level turn- 
over taxes primarily as the result of the extreme shortage of consumer goods and 
their consequently astronomical prices rather than as a cause of those high prices. 
Nonetheless, Jasny provides us with much information and analysis of the tax 
system. Closely allied is the important problem of profits and subsidies on pro- 
ducers’ goods. A favorite journalistic endeavor these days is to estimate the 
volume of Soviet expenditures on defense and compare them with those of the 
United States. No one venturing into this treacherous ground can afford to over- 
look Jasny’s remarks on the subsidization of munitions and allied producers’ 
goods. 

The second half of the book is essentially a criticism of the various published 
indexes of industrial production, agricultural production, labor productivity, and 
national income based on the author’s knowledge of the price system. Here he 
demolishes what little confidence anyone may have left in indexes based on 
“unchangeable 1926-27 prices.’’ (CF. the review of Gerschenkron’s book in the 
previous issue of this journal.) With his customary vigor the author plows into 
other writers in this field, scoring some telling blows. Both the nature of the con- 
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troversy itself and the personalities of the participants assure the reader that 


more rounds will follow. 
Cornell University M. GarDNER CLARK 


The American Economy: 1860-1940. By A. J. Youngson Brown. New York: 

Library Publishers, 1952. Pp. 208. $4.75. 

This book was written primarily for British consumption and the stated design 
was to provide the people of that nation with accurate knowledge of the United 
States—‘for upon true knowledge depends friendship.’”’ The book was inspired 
by Mr. Brown’s study in this country as a Commonwealth Fund Fellow. 

The American Economy is concerned with the economic history of the U. 8. 
between 1860 and 1940. Topics specifically dealt with are: The Peopling of Amer- 
ica; The Railroads; Speculation; International Trade; Labour; Depression and 
New Deal; and the American Way of Life; Ideal and Reality. 

Factually there are a few typographical errors [it is the Fansteel, not the Fan- 
steed decision (p. 159)], and some statements are subject to question. For example 
it is a little difficult to know what is meant when the author states that in 1865 
state bank notes were driven out “at least for a while” (p. 121), and the crediting 
of the CIO with five million members in 1942, “almost exactly as many as the 
AFL,” (p. 162) tends to leave a mistaken impression as to the relative size of the 
two federations. Other examples could be cited, but as can be seen the variations 
are of minor importance and are primarily of significance in illustrating the 
traditional painstaking care with which a reviewer peruses his subject. On the 
whole the facts of American economic development are carefully and cautiously 
handled. 

American readers will perhaps be struck by three recurrent themes around 
which the economy is analyzed: (1) the greatness of the natural resource pattern; 
(2) the trend toward a noncompetitive market structure; and, more infrequently, 
(3) the European contributions to the American culture. In analyzing the expand- 
ing American economy there is evidence of a British head-shaking—a bewilder- 
ment at the great productive might developed in the United States in spite of the 
wasteful and inefficient utilization of the available natural resources. This is not 
to say that Brown is guilty of attributing the growth solely to the resource pat- 
tern; “It is the human activity—the ‘effort, expectation and desire’—which 
transmutes resources into wealth that is the crux of the matter.” In viewing the 
unfolding of American economic institutions in the direction of a noncompetitive 
market structure Mr. Brown does not utilize a Parson Weems approach. This 
may displease some Americans who subscribe wholeheartedly to the Chicago 
Tribune school of thought, but except for those who assert that only the most 
favorable aspects of the American scene should appear in public print, the treat- 
ment should be well received. Mr. Brown does not succumb to the lure of muck- 
raking; his presentation is very well balanced. 

So Mr. Brown has pryed into our soft spots but he has done so with tolerance 
and understanding. If all the British people could have as clear a view as to why 
Americans have behaved as we have there would be less difficulty in remaining 
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on friendly terms—provided, of course, we exercise equal perspicacity in recog- 
nizing and understanding the factors which have made the British what they are. 

All in all the book lives up to its subtitle: “A Brief but Comprehensive Account 
from the Civil War to 1940.” It should provide interesting reading to Americans 
who are interested not only in our economic history but also in the manner in 
which other peoples view it. Mr. Brown’s short section, ““The American Way of 
Life,” is very well done and Americans who bleat of “‘the American way of life’”’ 
without the vaguest idea as to what constitutes this ‘““way’—and why—should 
have this section assigned as required reading. 

Centenary College Wooprow W. Pate 


The Development of Economic Thought. By Philip Charles Newman. New York: 

Prentice-Hall, 1952. Pp. xiv, 456. $5.00. 

In this book Professor Newman presents an account of the development of 
economic thought in very brief compass. The actual text of the book runs only 
408 pages, and a fairly large number of these pages deal with biographical and 
environmental or historical matters. The ground covered differs considerably 
from that considered essential by some authors of books on the history of eco- 
nomic thought. The author’s opinion seems to be that many books in the field 
begin too far back and stop at too early a date. Hence, he does not deal with 
biblical writers, the “economists” of ancient Greece and Rome, or the medieval 
churchmen, nor does he stop with or just before Alfred Marshall. Rather he 
begins with Mercantilism and comes up through Keynes and his followers. 

All of the economists discussed are fitted, in one way or another, into the five 
parts of the book, which are: 

1. Economics before Adam Smith (Mercantilism, Forerunners of Economic 
Liberalism, and the Physiocrats). 

2. Classical Economics (Smith, Bentham, Malthus, Ricardo, Say, Senior, 
Bastiat, Carey, Mill, and others). 

3. Reactions against Classicism (Romanticism and Economic Nationalism in 
Germany, Location Theory, Associationist and Utopian Socialism, George, 
Bellamy, Marx, Later developments in Socialist Theory, and the German Histor- 
ical School). 

4. Neoclassical and Equilibrium Economics (Jevons, the Austrian School, Early 
American Economists, Clark, Fetter, Patten, Davenport, Fisher, Mathematical 
Economics, Marshall, the Cambridge School, and Imperfect Competition Theory. 

5. The Reaction against Neoclassicism (Hobson, Mitchell, Schumpeter, Veb- 
len, Commons, Keynesian Economics, Keynesian Theory and Public Policy, 
Retrospect and Forecast). 

The order of presentation of the economists and their works is not strictly 
chronological, for the author decided that a chronological order is not always 
logical. Thus, after a few pages have been devoted to von Thuenen, a chapter on 
Location Theory brings that topic practically up to the present time. The Ger- 
man Historical School is not studied until after Marx has been dealt with, and 
then the treatment of the school ranges from Roscher, whose brief book on the 
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historical method was published in 1843, all the way through Weber and Sombart. 
The mathematical economists are taken up after Clark, Fetter, Patten, Daven- 
port, and Fisher have been discussed, but the chapter on mathematical economics 
start with Cournot (1838) and covers a period of over a hundred years on through 
J.R. Hicks. 

The author’s aim is not to treat all economists rather briefly, but rather to 
give short shrift to the less important writers while developing the important 
ones thoroughly. The important economists are defined as those who most in- 
fluenced their own era or have had the greatest effect on present-day economics. 
On this basis, the author gives about 11 pages to Adam Smith, 8 to Malthus, 11 
to the essence of Ricardian economics, 8} to John Stuart Mill, 16 to Marx, 26 to 
German Historical School, 10 to the Austrian School, 26 to Alfred Marshall, and 
28 to Keynesian Economics. 

This is almost entirely a book about economic thought. It presents a description 
and analysis of what the various writers thought, and the description sometimes 
seems more adequate than the analysis. It also seems to this reviewer that com- 
parisons between the various economists and cross references between their 
works might well have been extended. Quotations from the original works of the 
many economists are, in general, extremely limited. The author intends to fill 
this gap by publishing a book of readings in the development of economic 
thought. 

Some of the author’s evaluations are most interesting. The treatment of Mal- 
thus and Marx is especially favorable, but it is when he comes to Keynes that 
Professor Newman really seems to go overboard. His enthusiasm for Keynesian 
economics appears rather extreme, for he concludes that Keynes is the greatest 
economist of the century thus far and thinks that later on Keynes may well be 
recognized as the greatest economist of all time. Traditional economic theory is 
useless, though possibly harmless. The author’s feeling seems to be that, after 
wasting most of our time for over a hundred and fifty years, we have finally come 
to dealing with a brand of economics that is really worthwhile with the publica- 
tion of Keynes’ General Theory. Professor Newman has little use for positive 
economics, as such, and thinks that economics must have a broad scope, with 
emphasis on problem solving. It must be an art rather than, or as well as, a 
science. The author’s enthusiasm for macro-economics even carries him to the 
point of commending certain textbooks rather than others for the introductory 
course in economics. He certainly has a right to his opinion in this matter, but it 
seems a bit remarkable to find it expressed in a work of the present type, even 
though the books mentioned are good ones. 

The book has a fairly large number of errors, typographical and otherwise. For 
example, on page 170, the author refers to Schumpeter; page 237, Simon Patten; 
page 268, complimentary goods; page 287, Marshall’s theory of value and dis- 
tribution. On page 224, it is stated that several serious deficiencies in Menger’s 
work must be noted, but only one point is actually made and that is in a single 
sentence. On page 243, the author refers to Frank Fetter and Donald Davenport 
as the next two economists to be presented, but the next two actually presented 
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are Fetter and Patten, and the only Davenport to be discussed is Herbert J. 
The author says (p. 245), “His (Patten’s) passion for social reform led him to 
fight bitterly for what he called ‘the reign of individual selfishness.’” It is stated 
on page 283 that “fragmentary, static hypothesis were useful,” and on page 
318 that “meanwhile, he (Hobson) began to publish books that dealt with with 
economic problems.”’ The Introduction to the book refers to Part VI, but the 
table of contents and the book itself present only five parts. Possibly an exaggera- 
tion rather than an error is found in the statement (p. 299) that ‘Today, indi- 
vidualism has become an outworn creed, and Marshall was an individualist to 
the core.” 

On the other hand, Professor Newman’s work has much to recommend it. 
Although it is brief, the book may well have enough material in relation to the 
amount of time ordinarily available for undergraduate courses in the history of 
economic thought. With very limited exceptions there is little chance that the 
student will grow weary in reading about the life and works of individual econo- 
mists. Evaluations of living and recent economists should perhaps be more cau- 
tious and tentative than they sometimes are in this book, but the author is to be 
commended for bringing the discussion so nearly up to date and for giving gen- 
erous amounts of space to modern economists. Undergraduate students should 
not be allowed to get the impression that the development of economic thought 
ended with the Austrian School or Alfred Marshall. It is particularly refreshing 
to see so much attention paid to American economists. 

The frequent sections devoted to the historical situations in which the various 
economists did their thinking and writing are valuable, for the development of 


economic thought is always more interesting and meaningful when it is studied 
in relation to its historical and institutional background. The biographical 
sketches of the various writers also help to create interest and improve under- 
standing of their works. The book has an extensive bibliography which is arranged 
on a chapter-by-chapter basis. Professor Newman’s work is attractively written 
and it will undoubtedly find its full quota of readers and users. 

University of Florida Rauten H. BiopGerr 


The United States in International Banking. By Siegfried Stern. New York: 

Columbia University Press, 1951. Pp. xiii, 447. $5.25. 

Complaints about the title of a book are usually rather futile, and Mr. Stern 
disarms the querulous critic by the modest confession that his intention was to 
produce nothing more than “a factual compendium of notes and sketches on 
certain interesting phases of American international banking.” It is, nevertheless, 
legitimate to register a certain disappointment that any reader who may be in- 
duced by the wide-ranging title of this book to look in it for light upon the highly 
important problems which present themselves when we speculate about the sig- 
nificance for the world economy as a whole of the increasingly strong creditor 
position of the United States will find so little to help him in Mr. Stern’s factual 
compendium. After a rather sketchy outline of the financial history of the inter- 
war period, he examines in more detail, but still in rather episodic fashion, the 
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international banking activities of the United States during and after the Second 
World War. This is followed by a series of notes on United States banking in 
various parts of the world, with special emphasis on the recurrent interwar for- 
eign debt crises, in the negotiation of which Mr. Stern himself played an active 
part. Puerto Rico is included among the “countries abroad” which are selected 
for specific treatment, but there is no reference to the Philippines, and in general 
it is difficult to determine with any precision the principles which have been ap- 
plied in selecting the episodes upon which brief comments are made. Even the 
chapters on the Organization of the Foreign Activities of United States Banks, 
where Mr. Stern’s practical experience as manager of the foreign departments of 
four New York banks might justify us in expecting some more penetrating analy- 
sis, do not probe very far beneath the surface. 
International Monetary Fund ALLAN G. B. FIsHEerR 


Money and Banking: Organization and Function. By F. W. Mueller, Jr. New 

York: McGraw-Hill Book Co., 1951. Pp. xv, 820. $6.00. 

It is hard to tell what the present trend in college textbooks may be. For a 
while after the war it seemed that we might expect shorter works—to be used, 
possibly, with “readings” conveniently provided by ambitious young men who 
did not wish to go te all the trouble of writing a book. Now it appears that there 
may be a return to long books, organized with meticulous care and calculated to 
lead the student through a mass of detail. The one in hand is a good example. It 
is reminiscent of one or two of the encyclopedic texts in money and banking 
which were popular in the 1930’s. It is old-fashioned. Because it is old-fashioned 
it leaves the reader with the impression of a fine piece of craftsmanship done 
according to the lights of another period. 

Dean Mueller has presented his material in six parts on Money, Credit and 
Credit Instruments, The Evolution and Functions of Banking, Central Banking, 
The Value of Money, and International Monetary Relationships. At the begin- 
ning of each chapter is a careful statement of the topics to be discussed, and the 
sectional divisions are introduced by a principle or “. . . general statement of the 
particular problem, issue, or idea which is explored in the subsequent articles of 
each section.’”’ Both chapter and part summaries are provided. Certainly no stu- 
dent could ask for more in the way of assistance in the mechanics of his study. 

Parts one and three contain nine chapters on the history of money and bank- 
ing, and parts four and six have a strong historical cast. I should agree with the 
author that such an emphasis is necessary for students who are commencing 
serious studies in this particular area. Great pains have been taken to cover the 
ground adequately, and so far as the “facts” are concerned I found myself in 
disagreement only on inconsequential points. But the narrative has serious de- 
fects. One would gather from it that Americans’ attempts over time to achieve a 
satisfactory money supply have been the machinations of knaves and fools. Colo- 
nial paper issues are roundly condemned, though it is hard to see, in retrospect, 
how the colonists could have gotten along without them. The position is taken 
that the unsound and sometimes fraudulent banking practices of the pre-1860 
period could have had only harmful results to the economy as a whole, and no 
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consideration is given to the proposition that, on balance, the early banks brought 
about a steady and rapid development of the young economy which would have 
been utterly impossible without the monetization of private debt. 

The treatment of the years from 1860 to the present is even less satisfactory. 
The old bogey of inelasticity of the currency is given undue emphasis, both as a 
cause of pre-1914 monetary difficulties and as a manifestation of the evil ways 
into which Federal Reserve operations have fallen. Failure to trace the changes 
in the whole post-Civil War money supply and to consider the control function 
as the primary function of a modern central bank lead to rather serious conceptual 
errors. It nowhere appears, for example, that the Independent Treasury per- 
formed significant central banking operations. One gains the impression that the 
Aldrich-Vreeland Act of 1908 and the later Aldrich Bill really provided for a 
Reserve System. Nothing could be farther from the truth. 

The key to Dean Mueller’s reading of the history is to be found in his con- 
ception of the réle of money in a capitalist economy. The part on monetary 
theory furnishes some insight. Sixty-seven pages, somewhat less than those de- 
voted to introductory matters, are given over to a succinct review of theoretical 
concepts. In the concluding chapter, entitled ‘“‘Synthesis,”’ the author makes his 
own views explicit. Money cannot be a positive factor in economic progress. Tem- 
porary injections of money can only distort the economic structure and bring gain 
to a fortunate few at the expense of the savers. ‘“The theory of money as a con- 
tinuous causative factor is thus only defensible where infusions are continuous, 
which will of course ultimately lead to ruin.’’ Salvation lies apparently in a return 
to the gold standard and to bank lending based on the theory of real bills. 

The sections which treat the more technical aspects of banking and interna- 
tional monetary relationships are on the whole excellent. Specialized financial 
institutions have been purposely omitted from consideration with the exception 
of the ones connected with the money market, and this is a virtue. Those who 
look with misgivings on the tendencies of recent writers to consider the subtleties 
of Treasury-Federal Reserve relationships at the expense of more prosaic matters 
such as the nature of bank reserves and the clearance and collection of checks will 
find this a painstakingly prepared and logically organized book. 

University of Tennessee Ross M. Rospertson 


History and Policies of the Home Owners’ Loan Corporation. By C. Lowell Harriss. 
New York: National Bureau of Economic Research, 1951. Pp. xix, 204. $3.00. 
It is encouraging to note the publication of monographs of the size of Harriss’ 

work on the HOLC, and the National Bureau is to be congratulated on the splen- 

did type and format of the book. The book contains eleven chapters, each giving 

a concise account of an important phase in the life of the subject agency, such as 

its original lending activities, its appraisal policies, the management and sale of 

foreclosed properties, and final financia! liquidation. An even more concise, yet 
comprehensive, six-page summary is placed at the beginning of the volume for 
the convenience of those readers who want the gist of the argument all at once. 

The index appears too brief to be of much value. 

Readers already familiar with the details of the history of the Home Owners’ 
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Loan Corporation will probably be most interested in Professor Harriss’ com- 
ments and statistical summaries of various phases of the operation, and in the 
original results of a comparatively large sample study of loans and foreclosures 
made in New York, Connecticut, and New Jersey. Other readers should get a 
satisfactory picture of the HOLC because the volume is well arranged and written 
in good perspective. 

The sheer magnitude of HOLC lending operations between August, 1933, and 
June, 1936, is worthy of note. Over 1,017,000 loans were closed during that period, 
and the lion’s share of them were made during the single year 1934. Taking the 
country as a whole, practically one-fifth of the owners of mortgaged nonfarm 
dwellings (one to four-family structures) applied for relief, and the proportion 
was much higher in selected areas! Indeed, the variation in response to the HOLC 
program in different states and sections is important—it appears to show up in 
almost all other federal aid activities. For example, the HOLC closed loans with 
53 per cent of all eligible borrowers in South Dakota, as opposed to only nine per 
cent in New Hampshire and Massachusetts, and seven per cent in the District of 
Columbia. 

Perhaps the most fundamental idea underlying the formation of the HOLC 
was the preservation of home ownership, even among families of modest income, 
and Professor Harriss’ facts and figures support a conclusion that the agency 
rarely lost sight of its primary purpose. Thousands of small loans were made to 
owners reporting comparatively small incomes; and extensive efforts were made 
to prevent loans from going into foreclosure. Needless to say, there were many 
who took unfair advantage of HOLC relief; but by and large the record was 
successful. Like other federal agencies, the HOLC bent over backward lest it 
involve itself in competition with private lenders. Nevertheless, regardless of the 
support it gave to the real estate and mortgage market during the period of 
severest stress, the banks, savings and loan associations, and other mortgagees 
were quick to take measures to insure that the HOLC program did not long out- 
live the emergency. The result was that many mortgagors lost out in the sharp 
recession of 1937-38. 

The reader who is familiar with current statistics on housing finance cannot 
avoid a feeling of mild shock at the scale of loan amounts and owners’ incomes 
not too many years ago. The average loan was just over $3,000, and over 383,000 
loans were in amounts less than $2,000. As a matter of fact, only about 15 per 
cent of all the loans were $5,000 or over; and as might be expected, HOLC expe- 
rience was generally worst on the “large’’ loans. As for incomes, about 40 per cent 
of the foreclosures in the New York regional sample were on loans made to those 
with family incomes under $100 per month. Even incomes less than $50 per 
month were reported. 

Whether or not HOLC ended with a profit or a loss depends upon the account- 
ing methods employed in figuring income and expense. Regardless of this, how- 
ever, it appears that the profit or loss could not have been extremely large in 
comparison to the volume of transactions. This is remarkable in view of the fact 
that the agency foreclosed no less than 194,500 loans (in spite of sustained efforts 
to keep the loans in good shape) and was saddled with a tremendous number of 
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properties in various types of condition. The good showing cannot be ascribed 
primarily to market appreciation because the HOLC sold most of these properties 
before real estate began to boom. Rather, the greatest source of net income lay 
(as with private lenders) in the spread between the lending rate and the borrowing 
rate of interest. The lending rate of 5 per cent (43 per cent after 1939), though it 
represented a saving to the average home-owner of the 1930’s, is to be compared 
with the foliowing average rates at which the HOLC borrowed from the Treasury: 
3.625% in 1934, 2.098% in 1939, 1.283% in 1944, and 1.076% in the period 
194549. In other words, the HOLC took advantage of disparities among interest 
rates according to both quality and maturity. One wonders how the foreclosure 
record and the overall financial outcome would have been if HOLC had charged 
four per cent on loans—or, as some suggested, three per cent. 

In appraising HOLC’s record it must be borne in mind that the agency was 
compelled to limit its lending activities to a fairly narrow group of borrowers— 
those unable to maintain payments to private lenders yet able to pass the sol- 
vency and property qualifications of the federal corporation. Like the familiar 
lighthouse, the government agency was limited to a field where private enterprise 
found it difficult or impossible to operate. 

One leaves Professor Harriss’ little volume with the impression that this is a 
valuable chapter of economic experience, and that an important episode in Ameri- 
can government’s behavior in the field of mortgage finance is described in sympa- 
thetic yet impartial terms. 

Public Housing Administration Tuomas 8S. Berry 

Richmond, Virginia 


Factors Affecting the Demand for Consumer Installment Sales Credit. By Avram 
Kisselgoff. New York: National Bureau of Economic Research, 1952. Pp. ix, 
70. Paper, $1.50. 

Students of economic fluctuations will find in this technical study by the Na- 
tional Bureau of Economic Research a noteworthy contribution on measuring 
the impact of consumer credit. Mr. Kisselgoff has attempted tc develop a statis- 
tical explanation of changes in the amounts of consumer installment sales credit 
using 1929-1941 data. In accomplishing this task he has tried to identify the 
principal factors affecting the volumes of consumer installment sales credit 
granted, to define them as precisely as possible, and to measure the extent of the 
influence exerted by specific factors separately or in combination. 

Part I of the study is devoted to a qualitative examination of the relative im- 
portance of factors affecting the demand for installment sales credit. Here con- 
sideration is given to consumer disposable income, liquid assets of individuals, 
availability of cash loan installment credit, population growth and family forma- 
tion, changes in consumer tastes and habits, the stock and price of durable 
consumer goods, finance charges, down payments and contract length. In Part 
II, each of these factors is analyzed to ascertain both secular and cylical impact 
on the demand for credit. In his analysis, the author uses both a system of equa- 
tions and a single equation approach. 

As one would anticipate, current real income was found to be an important 
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factor in the demand for sales credit: a one per cent change in current real income 
causing more than a one per cent change in the demand for installment sales 
credit. Likewise, the size of the monthly installment payment markedly affected 
the demand. In conclusion, however, the author acknowledges that the latter is 
of limited importance relative to income. To the extent that this is the case the 
facts indicated little promise that cyclical fluctuation in consumer expenditures 
could greatly be influenced solely by changes in credit terms. 
University of North Carolina Kenneta R. Davis 


Public Finance in a Developing Country: El Salvador—A Case Study. By Henry 
C. Wallich and John H. Adler. Cambridge: Harvard University Press, 1951. 
Pp. xviii, 346. $6.00. 

El Salvador, with an area of about 13,000 square miles and a population of 
about 2,000,000, over 60 per cent rural, almost self-sufficient in food, with much 
of the economy nonmonetary, with little industrialization and increasing popula- 
tion pressure under existing resource development, with the single item coffee 
dominating its exports and its imports consisting largely of manufactured or 
fabricated goods, and with the United States as its major supplier and major 
customer, presents a particular instance of what is popularly termed “‘to under- 
developed economy.’”’ Messrs. Wallich and Adler furnish us with a comprehensive 
and competent inquiry into the economic implications of the Salvadorean fiscal 
system. 

The study consists of three parts. The first is a summary chapter; the second 
and longest contains the description and analysis; and the third, about 100 pages, 
presents the technical appendices. 

The authors aim at tenable answers to more or less standard questions. What 
is the impact of the fiscal system upon business in its various aspects? What are 
the price and income effects on the consumer in good years and bad? What are 
the significant features of the system from the point of view of the government 
administrator? What are the effects on the balance of payments, on capital for- 
mation, and on the distribution and size of the national income? What are the 
interrelationships between fiscal policy and economic fluctuations? How does the 
budget affect the money supply and foreign exchange? What are the problems 
inherent in the public debt, and how does the debt affect the economy? 

In regard to method, it appears proper to say that no new approaches or tech- 
niques are employed. It is recognized that questions can be answered realistically 
only in the light of the relevant facts. Perhaps the most praiseworthy and valua- 
ble, as well as the most arduous, aspect of the study is the comprehensive factual 
inquiry. 

With the relevant facts, including certain international comparisons, in hand, 
the authors apply orthodox analysis to arrive at conclusions. For illustrative pur- 
poses, a few of their findings and conclusions are paraphrased below. 

1. In general, fiscal policy appears to be relatively neutral as regards business. 
The corporate form is discriminated against somewhat, as are small producers 
of coffee. 
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2. Despite the heavy reliance for revenue on indirect taxes, the system as a 
whole appears to be slightly progressive. Government revenues are about eight 
per cent of the national income. 

3. The cost of collecting taxes is high and not uniform. Revenues evidence 
significant “built-in” as well as administrative flexibility. Little tax consciousness 
is stimulated. 

4. Transfer expenditures are relatively small. On balance, the effect of fiscal 
policy appears to be in the direction of reduced inequality of personal income. 
Due to condition, peculiar to the economy, it is doubtful that national income is 
increased by means of fiscal policy. Expenditures for developmental purposes 
have increased absolutely but not relatively. Industrial expansion by private 
enterprise depends in part on instruction and training, the development of capital 
markets, and “an appropriate social and political climate.” 

5. The government’s budget policy has had no significant effect on the supply 
of money. This fact, plus the conservative policies of the central bank and other 
considerations, has made possible stable foreign exchange rates without controls. 

While some of the data used are of admittedly dubious accuracy, they prob- 
ably not only warrant the use made of then by the authors but may also serve 
as a means of bringing into focus certain Salvadorean developments which have 
taken place since this study was completed. Incidentally, one may surmise that 
the omission (doubtless for adequate reason) of demographic, cultural, and po- 
litical facts is a significant omission. 

This excellent study, first published in Spanish in 1949, can and should be read 
with profit by the general public as well as students of fiscal policy, international 
economics, and economic development. The authors implicitly recognize the 
limitations inherent in the analytical tools available to them, consequently their 
conclusions, properly qualified, are usually given in qualitative rather than 
quantitative terms. Despite the fact that our analytical techniques are less than 
perfect, it is to be hoped that studies of this sort might underlie policy decisions 
in all areas. 

Davidson College A. G. GRIFFIN 


Levee Districts and Levee Building in Mississippi: A Study of State and Local 
Efforts to Control Mississippi River Floods. By Robert W. Harrison. Stoneville, 
Miss.: Delta Branch Experiment Station, 1951. Pp. ix, 254. Paper, $2.00. 
The wabbly pattern for recognition of concurrence of public and private inter- 

ests in resources development can be well demonstrated by levee building in 

Mississippi. This phase of flood control is effectively portrayed in a recently re- 

leased report, Levee Districts and Levee Building in Mississippi, by Robert W. 

Harrison from a cooperative study—Bureau of Agricultural Economics, USDA, 

and the Mississippi Agricultural Experiment Station. 

Out of the 230-year history of flood control efforts in the Mississippi Valley 
the first 160 years were a record primarily of private, county and state attempts 
to develop an adequate levee system. It is really only in the last 30 years that the 
federal contributions to flood control have exceeded state and local expenditures. 
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The Swamp Land Grant of 1850 transferred public lands in swamps and over- 
flowed areas within the borders of each state to the particular state with the 
requirement that funds from the sale of these lands would be used in their recla- 
mation. That step made for accelerated progress in flood control, but it was 
obviously not the type of continuing source of funds that would be required for 
the construction and maintenance of adequate levees and auxiliary installations. 

Prior to the publication of this report the record of economic and social prog- 
ress for the Mississippi Valley has not included a sharply drawn picture of the 
efforts of local people to meet the seemingly uncontrollable floodway problems for 
the core of the North American continent. The Harrison report traces the alter- 
nating pessimism and rekindling optimism accompanying and succeeding each 
of the major floods, such as those which occurred in 1890, 1897, 1903 and again 
in 1912, 1913, and 1927. It was not until after the flood of 1913 that prevention 
of floods in the Mississippi Valley became truly of national interest. Harrison 
points out that, “It was not until after the flood of 1927, however, that decisive 
steps were taken to control the Mississippi by means other than levees.’’ These 
supplemental approaches are recognized in three groups: 1) the development of 
reservoirs in the headwaters; 2) development of outlines on floodways for care of 
excess water; 3) the making of cutoffs to speed the flow of the river. Analytically, 
Harrison indicates, ‘Usually, interests along the lower river sponsored diversions; 
while the upper river interest thought reservoirs would be desirable. The middle 
Alluvial Valley interest stuck close to the ‘levees only’ philosophy.” 

The shift in relative amounts of funds from private to county and state hands 
and more recently to federal sources has been accompanied with a similar shift 
to almost full federal responsibility and guidance in flood control. This marks 
rather well the successive and significant stages which have taken place in the 
development and shift in control for many of our living institutions. Many of 
them have been spawned in private efforts but gradually taken over at one or an- 
other level of public activities as the scope of the public’s interest becomes more 
thoroughly understood by people in general. 

The careful student of the history of resources development, particularly for 
the South, cannot afford to overlook Mr. Harrison’s contribution in this thor- 
oughly documented and well written study. 

Delta & Pine Land Company, Cuarues R. Sayre 

Scott, Mississippi 


The Theory of Inter-Sectoral Money Flows and Income Formation. By John 8. 
Chipman. Baltimore, Md.: The Johns Hopkins Press, 1951. Pp. 154, xv. 
Paper. $2.00. 

No doubt, many readers of Leontief’s recent studies have afterwards harbored 
vague ideas about constructing a more general matrix. Professor John 8. Chip- 
man in his book, The Theory of Inter-Sectoral Money Flows and Income Forma- 
tion, attacks this problem. The author constructs the matrix of marginal pro- 
pensities of each sector of the economy to spend in each sector. This is analogous 
to the Leontief matrix. The Chipman system is then made dynamic by assuming 
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that the disbursements of each sector follow receipts by one time lag. Thus, in 
the author’s notation, 


dY(t) = dE + MdY(t — 1) 


where dY(t) is the vector of autonomous receipts at time ¢, d# the vector of 
changes in disbursement at time ¢, and M the matrix of marginal propensities to 
spend. 

Professor Chipman’s model differs further from the more conventional models 
of Leontief and Metzler as these two have respectively defined their sectors as 
industries and nations. Dr. Chipman, however, conceives of his sectors as being 
functionally as well as geographically defined. Thus the sectors of the model 
could well be only government, business, finance, and households. Doubtless, 
however, in problems of prediction the nebulous nature of these sectors would 
give pause to all but the most rash. 

The denouement of this study appears in Chapter 6 where the multi-sector 
multiplier is elegantly derived. The remainder of the study is devoted to the prop- 
erties of this multiplier and to suggestions for its modification and refinenent. The 
author has taken great pains to include all steps in the derivation of his multi- 
pliers, which fact lightens immeasurably the load of his less mathematically 
inclined readers. 

The non-mathematical sections of the text are not on a par with the mathe- 
matical portions, however. Dr. Chipman admits with charming candor that his 
style is pedantic. This fault stems from two cause. The first is the use of concepts 
too vague to be described concisely in words. The second is the use of Keynesian 
terminology in a non-Keynesian sense. Thus this reviewer was relatively compla- 
cent about such terms as “marginal propensity eventually to spend’? but—per- 
haps because of the proximity of March 15—appalled by the expression “‘margi- 
nal propensity to pay taxes.”’ In spite of its minor defects, however, this study 
merits the careful attention of all interested in international and regional econom- 
ics as well as of those interested in monetary and distribution theory. The paths 
pointed out by Professor Chipman appear to be well worth exploring. 

University of North Carolina Joun M. Ryan 


Elementary Principles of Statistics. By A. C. Rosander. New York: D. Van Nos- 
trand Co., 1951. Pp. x, 693. $6.00. 

Elementary Principles of Statistics by A. C. Rosander fills a gap in our statistical 
books. Here is presented an excellent treatment of sampling, or as the author ex- 
presses it, ““The concept of probability based on the frequency distribution and 
employed for purposes of estimation and inference is the underlying principle of 
the book.” 

Having chosen the scope of the work, the author carefully carries out his pur- 
pose. No attempt is made to treat problem analysis, questionnaires, statistical 
graphs, statistical tabulation, or statistical presentation. Also, such topics as 
index numbers, seasonal variation, and cyclical fluctuations are omitted as be- 
longing more properly to a course in the application of statistical principles. 
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Although the book is not mathematical in that no attempt is made to present 
the derivation or proof of the formulas used, the reader will need to have a work- 
ing knowledge of elementary mathematics to understand the formulas. There is 
even some question of how well a person can understand the statistical principles 
behind a formula if he does not understand the mathematical derivation. To some 
extent, the author fails to accomplish his purpose; in presenting a mathematical 
subject nonmathematically, it becomes too mathematical for the nonmathematic 
and not mathematical enough for the mathematic. 

The author follows an excellent pattern in the presentation of his material. 
After presenting the principles involved, he follows with illustrative problems. 

For those in the applied fields of business and economics the book will serve 
well as a reference or possibly as a text for a second course. Since it does not treat 
the subject of tabular and graphic presentation, collection of data, periodic meas- 
urements, secular trend, business cycles, and index number construction, it is 
hardly suitable as a basic course. Also, one who has had no previous introduction 
to statistics will have difficulty reading the book. 

Louisiana State University P. F. Boyer 


Index Numbers. By Bruce D. Mudgett. New York: John Wiley & Sons, 1951. 

Pp. vii, 135. $3.00. 

Post-war economic turbulence has stimulated a renewal of interest in index 
numbers; this renewed interest calls for a definitive work, a volume to comple- 
ment and modernize Irving Fisher’s The Making of Index Numbers issued in 
1923. Professor Mudgett’s book is an attempt to satisfy this need. 

In the volume under review, Professor Mudgett espouses a particular view- 
point about index numbers. The remarks that follow should be weighted by the 
fact that the reviewer does not share Professor Mudgett’s basic viewpoint about 
index numbers. It should be conceded at once that Professor Mudgett’s presen- 
tation is skillful and scholarly; his book is rewarding regardless of one’s views. 

In the early part of the book Professor Mudgett develops the conventional 
index number formulae. These formulae are classified according to how well they 
measure the change in the price (quantity) level from period 0 to period 1. Of 
course it may be shown that the price (quantity) level is incapable of measure- 
ment by any price (quantity) index; essentially this is true because the price 
(quantity) level is affected by the interaction of price and quantity changes that 
are not included in any price (quantity) index formula. An index number must 
answer a more specific question, e.g., what is the relative cost of a certain bundle 
of goods in a given year and the base year? Professor Mudgett judges the formu- 
lae by the criterion of how well they answer an impossible and, for any practical 
purpose, imaginary question. 

The errors of index numbers are examined by Professor Mudgett. Errors in 
the data are excluded from the discussion, but formula error is investigated by 
means of Fisher’s time reversal test and his factor reversal test. In addition a D 
test, where D is the difference between the Laspeyre and Paasche formulae, is 
used as a test for formula consistency. Since the price level may vary widely from 
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either the Laspeyre or the Paasche or both, it is difficult to see that this test has 
merit. 

Since index numbers are calculated from sample data, some attention should 
be given to sampling error. Professor Mudgett supplies the ordinary standard 
error formulae for normal distributions of sample means. No evidence is offered 
that this is an appropriate procedure. Virtually nothing is known about the 
underlying distribution. In addition the serial correlation of price and of quanti- 
ties and interdependence of price and quantity both during and between time 
periods suggest very strongly that ordinary standard error formulae are not 
applicable in the case of index numbers. 

Comparisons of prices or quantities over a long interval of time are always 
suspect. Professor Mudgett discusses the problems of long distance comparisons 
very capably and clearly. He points out the dubious content of these comparisons 
as well as the inherent difficulties of making such comparisons. 

According to Professor Mudgett, the greatest weakness of modern indexes is 
fixed weights. The need for continuously changing weights is emphasized through- 
out the book. If one could adopt the author’s fundamental viewpoint that it is 
the price (quantity) level that we measure, perhaps there would be some validity 
in viewing constantly changed weights as universally correct. Actually weight 
changes are desirable only if they assist in answering a desired, specific question. 
In a similar manner Professor Mudgett appears to advocate chain indexes; it is not 
at all clear what chain indexes measure, but it seems certain that they do not 
measure a price (quantity) level. 

This volume is strong on the empirical and historical considerations that under- 
lie index number construction. This is, of course, extremely desirable. But there 
is a notable lack of discussion of the formal, mathematical aspects of index num- 
ber work; it is these aspects of index numbers that have been most neglected. 
Professor Mudgett, for example, rejects the circular test on the ground that 
history cannot be reversed! In addition he states that only formulae with con- 
stant weights meet the circular test; Professor Mudgett does not approve of 
constant weights; ergo the circular test is invalid. , 

The second part of the book is devoted to an historical treatment of the Bureau 
of Labor Statistics wholesale price index and their consumer’s price index. Pro- 
fessor Mudgett continues to advocate his viewpoint throughout this historical 
treatment. This segment of the book is complete and lucid. 

University of North Carolina R. W. Provuts 


Turkey: Economic and Commercial Conditions in Turkey. By T. G. A. Muntz. 
New York: Philosophical Library, 1951. Pp. x, 194. Paper, $4.75. 

The Economy of Turkey: An Analysis and Recommendations for a Development 
Program. Washington, D. C.: International Bank for Reconstruction and De- 
velopment, 1951. Pp. xxv, 276. $5.00. 

Except for the titles, these two volumes have little in common. Turkey, by 

T. G. A. Muntz, is typical of the country reports published from time to time by 

the British Board of Trade and written by British Commercial Attaches. While 
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it contains some information not readily available to scholars who do not have 
access to a full collection of official Turkish documents, it is essentially a com- 
pendium of factual information on various aspects of the Turkish economy, with 
little space given to analysis or interpretation. 

The IBRD Mission Report on The Economy of Turkey provides a short but 
excellent analysis of the Turkish economy upon which the Mission has based its 
recommendations for the future development of the country. This Report is one 
of a series recently published by the IBRD, which embodied the reports of the 
various missions to Colombia, Iraq, Guatemala and other countries. The staffs 
of these missions include economists, engineers and other specialists of the highest 
calibre and the staff of the Turkish mission, headed by Dr. James M. Barker, as 
Chief of Mission, and Professor B. U. Ratchford, of Duke University, as Deputy 
Chief, is no exception. An important purpose of these reports is to provide long 
range development programs on the basis of which the Bank and the countries 
concerned can make an intelligent selection of projects suitable for financing by 
the Bank. 

The Report begins with an historical survey of Turkey’s recent economic past 
and points out that, while the policy of “etatism” adopted in the early 1930’s 
played an important role in the industrialization of Turkey, the time has come 
to shift the emphasis away from State ownership and toward private enterprise. 
It is important to realize that in many backward areas characterized by the 
absence of an energetic entrepreneurial class and a preference on the part of men 
of wealth for land, jewels and quick profits in trading rather than volume produc- 
tion and low profit margins, State ownership and investment may be the only 
way of initiating the development of modern industry. It is evident, however, 
that ‘‘etatism”’ has served its usefulness in Turkey and the once prime mover has 
become a “‘dead hand.’”’ The Report is critical of the State-owned industries as 
being top heavy and lacking initiative at the management level. It recommends 
a reform of existing state enterprises with a larger degree of coordination of in- 
vestment programs On the other hand, the Report recommends that the State 
make clear the fields in which state ownership will predominate and those which 
will be left exclusively to private industry. In order to give greater confidence to 
private industry, the Report suggests that the State divest itself of those enter- 
prises whose operations fall in the private sphere. The Report also suggests other 
means of encouraging private industry such as the removal of discrimination 
which has in the past favored public industry in the fields of foreign exchange, 
credit, and access to raw materials. 

The Report analyzes the operations of the various sectors of the Turkish 
economy including agriculture, industry, mining, public utilities, money, credit 
and fiscal operations, and international trade, and makes recommendations for 
governmenta! action or reform in each field. It is worth noting that Turkey has 
made the same mistake that certain other undeveloped countries have made, 
namely promoting industry, particularly heavy industry, while neglecting agri- 
culture which must remain the basis of the economic prosperity of the country. 

The Report has relatively little to say about Turkey’s balance of payments 
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problem or her foreign exchange practices, but suggests that Turkey seek the 
advice of the Monetary Fund on these matters. 

This is not only a competent report but there is perhaps a better chance of the 
recommendations being put into effect than is likely to be the case in certain 
other countries in a similar economic position. ““Etatism”’ has not been an ideolog- 
ical movement in Turkey and both popular opinion and the present government 
seem quite willing to move in the direction of a larger degree of private initiative. 

University of Virginia Raymonp F. Mrikese.u 


The Anatomy of Communism. By Andrew M. Scott. New York: Philosophical 

Library, 1951. Pp. xiii, 197. $3.00. 

Dr. Scott’s book, The Anatomy of Communism, is divided into two parts. Part 
I explores the Marxian background of Communism while Part II deals with the 
Communism of Lenin and Stalin. In seeking to “explore the inner workings of 
Communism, to lay bare its anatomy, ...” the author employs the method of 
quotation and analysis. About one-half of the book consists of quotations, drawn 
mainly from the writings of Marx, Lenin and Stalin; while the other half consists 
of a running commentary based on the author’s interpretation of these quota- 
tions. The commentary is intended mainly to challenge and contrast the ideal as 
expressed in Marxian theory with the starkness of reality. 

According to Dr. Scott, Marx has taken partial truths and has transformed 
them into errors. For example, Marx regarded people as being a reflection of their 
economic environment (materialism). The author contends that this is not true 
and thus the entire Marxian theoretical structure is shaken. The concept of 
“class,”’ so important to Marx and Engles, is likewise questioned. “They suggest 
that all wage-earners are paupers, have their wives and daughters possessed by 
their bosses and so on.’’ Scott believes that there is no such thing as a class as it 
has been described and that therefore there can be no class will and “no socialism 
that is not state socialism.” The validity of this reasoning must depend in part 
on whether Marx meant what the author has interpreted him to mean. 

In Part IT the analysis seems more realistic for here we are dealing with the 
idealistic, theoretical rationalizations of Lenin and Stalin with the realities of 
Soviet existence. Here we find theory and practice in conflict. The Communists 
contend that they are a dictatorship of the proletariat, whereas in reality, they 
are a dictatorship over the proletariat. What is held out to the people as a true 
democratic society is in reality a dictatorship under which nonbelievers are mur- 
dered on the pretext that they are spies, assassins, wreckers, etc. “True Marxism” 
is whatever the dictator says it is; all else is product of a renegade. Ownership of 
the means of production by the workers has become an institutionalized method 
of exploitation where the all-powerful state makes the economic decisions. The 
people, however, have tended to accept the idealistic representation of the Com- 
munist Party—worker and peasant rule, genuine freedom and democracy, the 
classless society, etc. What the people have come to believe is in reality a myth— 
a religion. “Marxism was a religion from its inception but Lenin made it the 
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official religion of his combination political party, religious order and private 
army.” 

While this book should hardly be called, ‘‘a penetrating analysis,” it does serve 
to highlight the importance of myth in the structure of Communist society. 
What is still needed is an explanation and an accounting of how and why myths 
can become such an integral part of social existence. For this, serious introspec- 
tion is needed. 

The thing that is feared most about Communism is the deep prejudice it has 
instilled in its followers. It tolerates no dissent. In this way, Communism repre- 
sents the same sort of psychological attitude that is encountered in many areas 
of human relations. People may have mythical beliefs regarding racial superiority, 
regional superiority, political parties, the “true religion,” who started World 
War II, etc. These instilled prejudices may involve such commonplace ideas as 
who has the smartest children, the best automobile, the finest atheletic team, etc. 
Man’s ego seeks glorification and glorification is sometimes found in feeling and 
acting superior or being associated with things that are thought to be superior. 
Man is prone to be very sure about things of which he should not be sure; he is 
ignorant of being ignorant. Communism is a body of such prejudices based on 
illusions and half truths. What makes Communism a more serious doctrine is the 
fact that its prejudices threaten our very existence and would crush us with the 
“vengeance of a barbarian horde. The fundamental problems, however, are still 
myth and prejudice. 

University of Kentucky Joun T. Masten 


The Soviet Financial System: Its Development and Relations with the Western 
World. By Mikhail V. Condoide. Columbus, Ohio: Bureau of Business Re- 
search, Ohio State University, 1951. Pp. xiii, 230. $4.00. 

From the standpoint of the reader of this small volume, the discussion of the 
financial system of the U.S.S.R. presented by Dr. Condoide adds up to an im- 
pression that the fiscal mechanism which the Soviet government has devised in 
the course of 3 decades of unrestrained rule is no less repressive in its impact on 
the individual citizen than any other institution created by the regime. 

A great deal of experimentation went into the construction of the present 
complex Soviet financial apparatus. It is to the credit of the author of this study 
that he has succeeded in tracing the main lines along which Soviet internal and 
foreign fiscal practices developed during the several shifts in the basic approach 
to economic policy on the part of the Russian Communist Party since 1917. As 
constituted at present, according to Dr. Condoide, the main function of the Soviet 
financial mechanism is to carry out a systematic restriction in the sector of indi- 
vidual consumption of the Soviet economy in order to accumulate a maximum of 
resources for investment in heavy industry and armament production. 

When Russia’s economic planners first undertook the deliberate restriction of 
current consumption, according to the author of this book, they were proceeding 
on the theory that inasmuch as the rest of their program was directed to the 
expansion of the total output of the economy, the original absolute level of con- 
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sumption would be easily restored. Eventually, they reasoned, it could even be 
augmented relatively in terms of the expanded economic output of the country. 
As a matter of historical record, however, this theory proved rather difficult to 
materialize. The reason, according to Dr. Condoide, is to be found in the fact 
that this official Soviet theory was founded on a number of highly optimistic as- 
sumptions. Among them were the following: (1) that agricultural output would 
expand on a scale sufficient to keep pace with the growth of the urban population, 
satisfy the growing needs of industry for raw materials, and provide a large sur- 
plus to pay for the bulk of the government’s ambitious import program; (2) that 
labor productivity would improve rapidly and thereby reduce the cost of produc- 
tion to the government; (3) that long-term credits would be obtainable abroad 
for financing a part of the capital equipment required for rapid industrialization. 

That these key assumptions were ill-founded became apparent by the end of 
the first five-year plan. Soviet leadership refused, nevertheless, to trim its maxi- 
mum program for the expansion of heavy industry and armaments. As a conse- 
quence, the coexistence of a high annual level of capital investment alongside of 
a distressingly low level of individual consumption became, as Dr. Condoide 
shows, a permanent structural feature of the economy of the U.S.S.R. 

In the opinion of this reviewer, the present study would have benefited mate- 
rially by the inclusion of a chapter on the operation of the Soviet retail trade 
system. Because of the complete control over production, distribution, and 
pricing exercised by the state in the U.S.S.R., the retail trade system becomes 
the instrumentality for the collection of excise taxes, an important element in 
the Soviet revenue structure. All goods sold in the retail trade network are sub- 
ject to excise tax, called a turnover tax. From the standpoint of the Soviet gov- 
ernment, the significance of the turnover tax lies in the fact that it contributed 
annually over 50 per cent of total revenues in the government budget. By means 
of this fiscal device, therefore, the Soviet government recaptures a sizeable pro- 
portion of the large money payment made annually to the population by the 
state as the only legitimate employer of labor and the exclusive bulk purchaser of 
farm products. In its character, the turnover tax is typically a Soviet institution 
in the sense that it is both concealed from public scrutiny and staggering in its 
impact on the individual citizen. 

Unfortunately, as Dr. Condoide indicates, there is no recent information on 
the rate of turnover tax levied per unit of commodity sold to the public. A table 
reproduced in his book shows the distribution of this tax by industry in 1937. 
Somewhat later data, published by N. Jasny in the American Economic Review 
(December 1950) cite the incidence of this tax on a few individual commodities. 
We can, however, obtain some appreciation of the impact of the turnover tax on 
the purchasing power of the population by viewing the relation between the total 
value of retail trade and the amount of turnover tax raised during any one year. 
For a year like 1947, for example, published Soviet data indicate that total retail 
trade turnover during that year was planned to consist of 78 per cent of turnover 
tax. In more ‘“‘normal” years, like 1950, the ratio of tax to total trade was approxi- 
mately 60 per cent. Partly as a result of the omission of an analysis of Soviet 
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retail trade, the book under review contains no mention of the precipitate and 
manifestly unplanned increase in the now historic price increase carried out by 
the decree of September 16, 1946, one of the crucial fiscal measures of the post- 
war period in Soviet Russia. 

A substantial portion of Dr. Condoide’s work is devoted to a discussion of 
Russia’s international financial relations, with special emphasis on foreign trade 
and reparations. In the appendix to this study the author has included many 
documents relevant to the subject of Soviet internal and foreign financial prob- 
lems. The bibliography prepared for this occasion by the author covers quite 
comprehensively the literature in the field, including the considerable body of 
Russian material on which Dr. Condoide’s study is based. 

U.S. Department of Commerce L. M. HerMan 
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ALABAMA 


During the first two months of 1952 only one surprising fact emerges concern- 
ing the state of Alabama business and that is its comparative stability. In view 
of the highly touted bulge in defense spending and the expected deficit of the 
U. S. Treasury a substantial degree of inflation ought to have been exhibited. In 
fact, however, defense spending accounted for only 11 per cent of gross national 
product in the calendar year 1951 and the budget deficit was only about three 
and a third billions. Furthermore, consumers have been unexpectedly conserva- 
tive in their spending. 

As a result of these rather unexpected national events, industrial production in 
Alabama has remained fairly stable, falling 1 and 4 per cent below the level re- 
corded a year ago and rising 7 and 3 per cent above the last quarter of 1951. This 
compares with a similar, small decline of nine-tenths of one per cent in the 
United States for January and February of 1952 as compared with 1951, and an 
increase of three-tenths of one per cent, as compared with the fourth quarter of 
1951. In part, the Alabama increase of 7 and 4 per cent over the fourth quarter 
of 1951 is explained by the work stoppage in steel occurring in the fourth quarter. 

During January and February steel ingot production in Alabama exceeded the 
level of the fourth quarter of 1951 by nearly 11 per cent, compared with an 
increase of over 7 per cent for the nation as a whole. This increase is accounted 
for by substantial additions to capacity. In contrast with the overall stability of 
economic activity, construction contracts awarded in Alabama were down nearly 
25 per cent in January and February from the level recorded in the fourth quarter 
and 23 per cent from the level a year ago. This decline, which is substantially 
larger than the fall in the national figure, reflects the application of various re- 
strictive government measures ranging from financing to the control of materials. 

Paralleling this stability of industrial production, non-agricultural employment 
in Alabama was down a negligible amount in January and February from the 
fourth quarter of 1951, while it was up about a half of one per cent from a year 
ago. This compares with changes of like direction but slightly larger magnitude 
in the United States. 

Continuing its steady upward trend, the Consumer Price Index for Birming- 
ham rose three-quarters of one per cent in January and February over the fourth 
quarter figure and 2.8 per cent above the figure for a year ago. In a more mixed 
vein, prices received by Alabama farmers were up 1 per cent over the fourth 
quarter, but were down 6.8 per cent from the level recorded a year ago. At the 
same time prices received by farmers in the United States were down 23 per cent 
from the fourth quarter level and about 5 per cent from the level reached a year 
ago. 

If the planned federal expenditures and expected deficits should materialize, 
the outlook would be for a higher rate of inflation in Alabama, as in the nation. 
135 
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For example, planned federal expenditures in the fiscal year 1953 are 85 billion 
compared with 45 billion in 1951, while the expected deficit would be 144 billion 
compared with a surplus of 34 billion. However, the slowdown of the defense 
program and the political paralysis which seems to grip Washington lead me to 
believe that the government will not get around to spending all the moneys 
planned. In consequence of this and the conservatism of consumers the prospect 
is for some moderation of the inflation which would have occurred in the absence 
of these conditions. 
University of Alabama Joun S. HENDERSON 


FLORIDA 


Florida is close to the top, among the South Atlantic states, in facilities expan- 
sion covered by federal certificates of necessity. A tabulation of these certificates 
approved through November 30, 1951 shows only West Virginia’s $156 million 
in such projects to be above Florida’s $122 million. On a national basis Florida 
stood sixteenth, far behind such states as Pennsylvania, Texas, Ohio, and 
Michigan. 

Most of the large plants now under construction in Florida are located in areas 
other than the principal population centers. In part this is because a considerable 
number of the largest facilities being built are pulp and paper mills, which can 
most economically be located near the source of lumber. Outstanding among the 
plants in this category are those being built at Port St. Joe and Perry. A $10 
million paper mill recently began operations in Palatka, contributing to the 7 
per cent gain in employment registered by the industry during the past year. Far 
surpassing the new paper mills in size, however, is the $85 million nylon plant 
being erected in Pensacola. 

Despite important new activities of some large companies, Florida remains 
primarily the home of small-scale enterprise. This helps to account for the 
Department of Commerce report that the state led the nation in relative increase 
in number of firms between 1944 and 1951: the number nearly doubled, rising 
from 48 thousand in the earlier year to 91 thousand in the latter. 

The gain in number of enterprises reflects primarily the rapid increase in popu- 
lation and the success which has been enjoyed in attracting tourists. Since 1949 
there has been a five per cent reduction in the range between summer and winter 
employment in the trade establishments, reflecting in part the increasing im- 
portance of Florida as a year-around tourist area. Although statistical verifica- 
tion is lacking, reports from visitors indicate that the gain in tourist trade during 
the past winter was especially marked along the West Coast of the state. 

Prosperous winter tourists and others are, however, smoking fewer Florida- 
made cigars. The cigar industry is the only substantial manufacturing activity 
which has lost ground in the state during the last few years. Several firms have 
moved out of the state. Those which remain are, for the most part, turning out 
the more expensive, handmade brands. 

Florida State University MarsHALL R. CoLBerG 
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GEORGIA 


The Metropolitan Planning Commission of Atlanta has published a proposed 
regional land use plan for metropolitan Atlanta which, although dealing specifi- 
cally with one urban area, should be of considerable interest to southern economists 
generally. This land use plan surveys the present industry, population, commerce, 
land use and neighborhood patterns of the Atlanta area; forecasts future trends 
in population, industry and commerce; sets forth primary highway and rail 
systems necessary for the free movement of people and goods; and suggests a 
desirable future pattern of general land use toward which the area might work. 
The present study is one part of a general “‘master plan’”’ for the area, which the 
commission was created by the General Assembly in 1947 to formulate. 

In common with a number of other large and rapidly growing cities, Atlanta 
faces the problem of providing for further rapid growth and development, partic- 
ularly of suburban areas, without strangling her downtown area and blighting 
the “Golden Heart” of the city. The Planning Commission forecasts a growth in 
the metropolitan area from its present 550,000 people to perhaps 900,000 by 
1975 to 1980, with most of the increase in population occurring in what are now 
the suburbs. This growth according to the commission’s studies, will be accom- 
panied by many shifts, with most of the new industrial and commercial space 
being decentralized into now-suburban areas, while the central business districts 
will tend to become more specialized in their functions. The commission’s pro- 
posals are based on the belief that certain decentralization, such as getting con- 
sumer-type business close to the consumer, is healthy, provided it is controlled. 
Among the commission’s proposals are a network of coordinated arterial trunk 
highways, the setting aside of expansion districts for industry, a revised railroad 
pattern with a belt line encircling the area and fewer separate lines penetrating 
the heart of the city, a revised trucking pattern with consolidated truck terminals, 
improvements to facilitate downtown traffic circulation, eliminate substandard 
sections and provide for that district’s central role, shopping centers in outlying 
sections, new areas for Negro expansion and more parks and airports. 

A final review of business in Georgia during 1951 indicates that it showed a 
continued advance in quite a few segments of the economy, despite a general 
leveling off in other divisions. Bank debits and deposits, cash farm income, 
telephones in operation, manufacturing employment, generation of electric 
power, cotton and pulpwood consumption and most lines of transportation con- 
tinued to increase. Bank loans, however, together with wholesale trade, new busi- 
ness incorporations and new urban building fell off as compared with the previous 
year. Retail trade declined in several Georgia cities around the middle of the year, 
but revived somewhat as the year closed. 

Emory University ALBERT GRIFFIN 


LOUISIANA 


The biggest news in Louisiana is political in nature. After a close vote in the 
first Democratic primary in January, antiadministration candidates were elected 
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to state offices by substantial majorities in the second primary. Exactly what 
these changes will mean to the state’s economic picture is uncertain. The governor 
elect is pledged to decreased governmental expenditures and a reduced tax load. 
Whether this program can be accomplished remains to be seen. State tax collec- 
tions for 1951 were at an all-time high, and yet no substantial surplus has been 
accumulated. Those in charge of budget preparation for the next biennium have 
announced that state agencies have requested $59,000,000 in appropriations in 
excess of their budgets for the current biennium. If the currently high state 
revenue can just support present budgets, it is difficult to see how increased needs 
can be met if taxes are reduced. The new administration will face certain dilem- 
mas when it takes over in April. 

State revenue collections during the last half of 1951 amounted to $123,717,789, 
an increase of 9 per cent over the same period for 1950. The largest sources of this 
revenue were the severance, sales, and gasoline taxes which accounted for $30, 
742,589, $26,724,846, and $24,889,987, respectively, during this six-month period. 
These amounts represented increases of 11.3 per cent in severance tax collections, 
9.4 per cent in gasoline taxes, and 6.8 per cent in sales taxes. Without any change 
in income tax rates, collections from this tax in this period of 1951 exceeded the 
collections in the same period for 1950 by 31.1 per cent. These gains far outstrip 
increases in the levels of personal income, and can only be explained by more 
effective collection policies. 

All of the indicators of industrial output for Louisiana as computed by the 
Louisiana Business Review continue to show a bright picture. Industrial electric 
power is now being consumed in the state at a rate four times as high as the 1939 
rate. Freight carloadings are now 180 per cent of the 1940 rates. 

During the last six months of 1951, 338 new Louisiana corporations were 
chartered with authorized capital stock of over $15,000,000. However, during 
this time 136 corporations with over $18,000,000 in capital were dissolved. This 
excess of dissolutions over new charters is a change in the trend that has existed 
since World War II. Dun and Bradstreet reports 66 business failures in Louisiana 
for 1951, with liabilities amounting to $6,321,066. Although this is not the highest 
number of business failures in recent years, the liabilities of these bankrupt 
companies was larger than in any year since 1931. This rate of business failures 
is unusual! in an expanding economy. 

Louisiana State University W. H. Baveun 


MISSISSIPPI 


The Mississippi Legislature adjourned April 17, leaving behind a record of 
liberal spending and unfinished business. When it met it had a Budget Commis- 
sion report estimating a current biennium general fund surplus of $15.5 million 
and anticipated 1952-54 revenues of $133.1 million, and recommending appro- 
priations of $131.9 million for operations during 1952-54. Later estimates placed 
the current biennium surplus at $20 million, and if the estimate of 1952-54 antici- 
pated revenue is raised accordingly it woule spproximate $142 million. Several 
changes in the tax laws on balance might raise this a couple of million dollars. 
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The legislature “shot the works” and appropriated $144.9 million for operations 
and $18.1 million for nonrecurring items such as the three million dollar con- 
struction program at the eight institutions of higher learning and the similar 
sum for construction of common school buildings. Thus the possibility of spending 
for current operations approximately a million dollars more than revenue is a 
possibility, although the two million dollars of expected current biennium surplus 
not appropriated for nonrecurring items and a few “‘buried”’ items in the budget, 
such as approximately a million dollars of expected reversions of unspent funds 
from the current biennium, would more than cover the deficit. Should any sort 
of a business recession occur, a deficit would appear likely. 

Increases in appropriations were general. Included were salary (or fee) increases 
for all state and county employees and officials. The appropriation for old age 
assistance was increased five million dollars to a total of $16 million. The support 
for common schools was increased $10 million over the current biennium, bring- 
ing the total to $50 million. The program of the Mississippi Citizens’ Council on 
Education, calling for a $68 million appropriation for the next biennium to start 
the equalization of educational opportunities between the races, was sidetracked 
pending a special session of the legislature this fall. Governor White opposed the 
plan and the legislature on his recommendation created a Recess Committee to 
study the problem and make recommendations to the special session which 
Governor White promised to call. 

The never-ending cry of the municipalities for some sort of permanent financial 
relief was met as in the past with a so-called “pork barrel” appropriation of $2 
million. Of this, $1.5 million is to be distributed on the basis of population with a 
maximum of $65,000 to any one city. Five hundred thousand dollars is to be 
divided equally between the county seats for an average of $5,500 each. 

The legislature made good a campaign pledge of Governor White and created 
a state-guaranteed livestock and poultry loan system. Under the law, a two- 
million-dollar revolving fund is set aside to guarantee long-term loans to farmers 
for the purpose of increasing the production of livestock and poultry. Five-year 
loans up to a maximum of $15,000 will be guaranteed for farmers who receive 
approval of their county agent for a systematic plan of livestock and poultry 
development. The loans will be secured from private lending agencies. 

Legislation was passed bringing state employees under the federal social 
security program. In addition, a state retirement system was created to supple- 
ment this. Under the law, state employees are required to come under social 
security; and both programs are compulsory for new employees. However, the 
state program is optional as to present employees. Both features are optional as 
to county and city employees and officials. The state program provides for full 
retirement at age 65 after 10 years of employment, with optional retirement at 
age 55 after 30 years of employment. Other options permit retirement at age 60 
after 10 years of employment, with reduction in benefits of three per cent for 
each year below 65; or “deferred” retirement to begin at age 60 or later after 20 
years of employment, equal to the amount which normally would have been 
received for the number of years employed had the employee remained in service. 
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An unusual feature provides for disability benefits after 10 years of employment, 
equal in amount to 75 per cent of what the employee would have been eligible to 
receive had he continued employed to age 65. The existing teacher retirement 
system was abolished and teachers brought under the new system. 

The formula (based equally on county area, population, and motor vehicle 
registrations) under which 2} cents of the seven-cent gasoline tax has been dis- 
tributed to the counties was modified so as to favor the smaller and poorer coun- 
ties by placing a limit of $190,000 on the amount of any one county may receive. 
Under this limitation, 10 counties will receive less (ranging up to almost 
$400,000 in one case), and the other 72 counties will gain. The effective date of 
the new law is July 1, despite the fact that the counties’ fiscal year does not end 
until September 30. In line with this legislation was the repeal of the requirement 
for 10 per cent matching by the counties of state rural road funds. 

The perennial liquor issue was disposed of by providing for a referendum to be 
voted on in the August elections. The referendum is to “test the sentiment” of 
the people as to whether they favor a county option legalization of liquor. An 
affirmative vote is to be a mandate to the legislature to pass the necessary legisla- 
tion in 1954. A negative vote is to be a mandate to the legislature to provide for 
enforcement of prohibition. 

A motor vehicle drivers’ responsibility law was passed which requires all mo- 
torists to show insurance or post bond to guarantee their financial responsibility 
for liabilities resulting from an accident. 

The politically explosive issue of congressional redistricting, necessitated by the 
state’s loss of one of its seven congressmen, was met by abolishing the Fourth 
District and dividing its 10 counties between the First and Second Districts. This 
was done amid charges that “the bill attempts to take care of personalities and is 
not based on population.” The correlative attempt to secure legislative redis- 
tricting of the state on the basis of population as provided for under the 1890 
Constitution failed. 

Enabling legislation was enacted permitting municipalities to adopt managerial 
form of government. The procedure requires that 20 per cent of the electors pe- 
tition for a special election, which must be carried by a majority vote of those 
participating. Only two Mississippi cities, Meridian and Grenada, now operate 
under the managerial form of government. They gained authorization in special 
legislation passed several years ago. The attempt to secure reorganization of the 
state government in line with recommendations made last year by an interim 
legislative committee appointed to study this problem came to naught. 

In a measure designed primarily to give the State’s Rights wing of the Demo- 
cratic Party complete autonomy if it is not satisfied with the action of the national 
convention, state conventions of political parties are authorized to “nominate 
presidential electors and candidates for president and vice president, adopt a 
platform, promulgate principles and take such further action deemed proper to 
the convention. .. . It is expressly provided that the state convention shall not 
in anywise be limited by any nomination of candidates for president and vice 
president made by any other convention.” 
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A constitutional amendment to be submitted at the November election would 
require qualified electors in the future to be able to read and write. Persons qual- 
ified prior to January 1, 1952, would be “blanketed in.” At present those seeking 
qualification as electors are required only to be able to read or understand when 
read to them any section of the state constitution. The amendment would require 
them to write sections and be able to demonstrate to the county registrars a 
“reasonable understanding of the duties and obligations of citizenship under a 
constitutional form of government.” 

University of Mississpippi Davin McKINnNEY 


NORTH CAROLINA 


North Carolina was one of the first states to construct a complete system of 
hard-surface, all-weather highways. The primary system was constructed be- 
tween 1921 and 1930 with bond issues totalling $115,000,000. Its purpose was to 
connect the county seats with one another. The roads thus radiated like spokes 
from a hundred towns. 

The essential nature of this highway system remains unchanged. Additional 
mileage has been constructed over the years, a few sections have been widened 
from two to four lanes, by-passes around a number of towns have been built, and 
a few grades have been separated; but the cost of carrying the bond issues has 
reduced the funds for new construction. Today, North Carolina, which once 
prided itself on being the ‘““Good Roads’ State,” is handicapped by having the 
roads that gave it its distinction two or three decades ago. These roads of the 
1920’s are now paid for, but they are obsolete and quite inadequate for present 
traffic. Other states that proceeded more slowly then have more modern systems 
now. 

Another factor contributing to the present inadequacy of the primary highway 
system was the assumption by the state during the 1930’s of full responsibility 
for the secondary roads that had always been constructed and maintained by the 
local units of government. This was a popular move at a time when many local 
governments were bankrupt. Its sequel was a bond issue of $200,000,000, pro- 
posed by the governor and approved by vote of the people in 1949, to construct 
low-type bituminous and gravel roads in the secondary system. 

The state now desperately needs to show the concern for its primary highways 
that it showed in 1921. The report of an engineering study made in 1950 by the 
State Highway and Public Works Commission put minimum requirements at 
$305,000,000 for widening, relocating, and otherwise improving existing primary 
routes. These expenditures would not include the cost of any new thoroughfares 
designed to avoid towns altogether. 

The General Assembly of 1951 created a North Carolina Turnpike Authority 
of five members and gave it power to build and operate toll roads or turnpikes 
and to issue turnpike revenue bonds to provide necessary construction funds. The 
authority has been considering the feasibility of constructing express highways 
to be financed by tolls, but so far no positive steps have been taken. 

Davidson College C. K. Brown 
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SOUTH CAROLINA 


HALF BILLION DOLLARS IN NEW SOUTH CAROLINA PLANTS 
IN SIX YEARS 


During 1951, more than $100,000,000 was spent or allocated for industrial 
development in South Carolina according to Charles N. Plowden, Director, State 
Research, Planning and Development Board. 

The new plants and expansion plans created 11,000 new jobs in industry with 
many millions in new payroils. 

The new plants represent an investment of $71,000,000 and the expansions will 
cost $33,000,000. 

More than 900 new industrial plants have been erected in South Carolina since 
January 1, 1945. These plants represent an investment of over $456,000,000. 
More than 1,000 plant expansions have cost in excess of $302,000,000, making a 
total postwar industrial development of over $756,000,000. 

These expenditures do not include the proposed expenditures for the Hydrogen 
Bomb Plant at Aiken, S. C., which is one of the three largest construction jobs 
ever undertaken in the world. To include these Atomic Energy Commission ex- 
penditures would raise the cost of postwar industrial growth to nearly two billion 
dollars. 

During 1951 a number of small plants employing less than 100 persons were 
erected, but there were also some big plants. Some of the latter are: Owens- 
Corning Fiberglas Plant at Anderson; the Gayley Nylon and Rayon Finishing 
Plant at Marietta; the Poinsett Lumber and Manufacturing Plant, Anderson; 
the Textron-Southern Rayon Weaving Plant, Williamston; the Greenwood Mills 
Print Cloth Weaving Plant, Greenwood; and the American Cement Company’s 
proposed 1,000,000,000-barrel cement mill at Holly Hill. Each of the above was 
estimated to cost in excess of $6,000,000. 

The new industrial growth in South Carolina shows greater diversification 
during 1951, particularly in cloth finishing and printing. These new enterprises 
include plants for manufacture of such items as optical goods, candy, clothing, 
concrete pipe, glass fiber cloth, machinery, paper goods and chemicals. 


POWER DEVELOPMENT MAKES BIG STRIDES IN SOUTH CAROLINA 


An example of the expansion taking place in the steam plant built in 1951 at 
Williamston, 8. C., at a cost of $20,000,000. Its 1,750,000,000-a-year kilowatt hour 
output could supply half the state’s present need for electrical power. Its capacity 
is slightly more than the hydroelectric power output the government sponsored 
$65,000,000 Santee-Cooper project at Moncks Corner, 8. C., the $75,000,000 
Clark Hill project and the multimillion dollar proposed Hartwell Dam, all put 
together, when the latter two are completed. These government projects represent 
expenditures for soil and water conservation, recreation, water transportation 
etc., as well as power development. 

The cost of the Hartwell Dam, government sponsored project, is estimated 
at $80,500,000 and will be built on the Savannah River west of Clemson and 
Anderson, 8. C. It will have an installed capacity of 180,000 kilowatts and will 
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produce an average of 460,400,000 kilowatts a year. So far $342,000 has been 
allocated for planning and surveys for this project and it may be completed in 
1956. 

Another electric power company has broken ground in the Aiken area for a new 
steam electric generating plant. This plant will contain two units of 75,000 kilo- 
watts each and will have an ultimate capacity of 300,000 kilowatts. The first 
unit of this power plant is expected to be in operation in 1953. Cost of the first 
two units is estimated at $25,000,000 and the completed plant will double the 
cost. 

These power developments provide additional incentive for greater industrial 
development in South Carolina in the years ahead. 

Clemson College JamMEs F. MILeEs 


TENNESSEE 


The total tax burden in 1951 upon each Tennessean was $28.50 out of every 
$100 earned. For every dollar paid to an individual, the federal government 
took 19.7 cents, the state took 5.9 cents (including unemployment compensa- 
tion taxes) and local governments took 2.9 cents. These figures are based on 
total income payments to individuals in Tennessee from all sources of approxi- 
mately $3,200,000 and the taxes paid to all levels of government amounting to 
$905,000,000. 

Of these taxes, it is estimated that the federal government will collect a total 
of $794,800,000 in taxes from the residents of Tennessee during the present fiscal 
year ending June 30. This compares with the federal government’s “take” in 
Tennessee for the year ending June 30, 1951, of $624,800,000. This figure included 
both direct and indirect or “hidden” taxes. The payment of this amount of taxes 
put Tennesseans paying 1.24 per cent of all federal taxes—direct and hidden. 

The flow of money is not al] one way however. Some goes out of the state, but 
some comes back into the state directly and indirectly. In 1951, the federal 
government poured $140,675,680 into Tennessee in various programs. These 
federal payments include direct payments to the state under cooperative arrange- 
ments and expenditures within the state which provided relief and other aid. 
The largest single federal expenditure in the state was $78,626,263 for veterans’ 
readjustment benefits and vocational rehabitation, including the GI training 
program. 

The state government of Tennessee collected an average of more than $50 from 
every citizen—man, woman and child—in taxes during 1951. The average of 
$50.30 per capita ranks Tennessee sixth among the 15 southern states. Only 
Louisiana, Oklahoma, Florida, North Carolina, and West Virginia collect more 
per person. 

The state government collected a total of $245,300,000 in taxes, fees, licenses, 
federal aid, bond sales, and miscellaneous receipts in 1951 which was $24,500,000 
more than the amount collected in 1950. Taxes, licenses and fees show a definite 
trend upward over the past four years. The sales tax was the best revenue pro- 
ducer in the state in 1951, accounting for $49,400,000 of the total state receipts. 
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The state government spent an average of $71.96 per person in 1951. This 
amount, when broken down into various classifications and on a comparable state 
basis with the 15 southern states, finds Tennessee ranked fourth in the amount 
spent for public health, fifth in expenditures for state aid to schools, highways 
and roads, and sixth in expenditures for welfare activities and education. 

With these large sums accruing to the treasury of the state, the responsible 
authorities are maintaining a strict pay-as-you-go policy in the appropriation of 
money for current expenditures by the several agencies of the state government. 
Moreover, the existing debt is being liquidated as quickly and in such amounts 
as are feasible. Tennessee, despite being caught in a squeeze between rising costs 
and the demand for increased services on the one hand and, on the other, not 
enough income to meet these needs as adequately as might be desired, is main- 
taining a balanced budget. This, in itself, is quite an accomplishment these days 
for individual, business, or government. 

George Peabody College for Teachers James E. Warp 


VIRGINIA 


In the overall, business conditions in Virginia appear to be following the 
national pattern of a persistent easing down to a lower level. Nationwide this 
trend has been evident since the third quarter of 1951. There has been the unusual 
situation of increasing incomes, falling wholesale prices, spotty retail business, 
and sharp increase in savings. Business indicators show a decline in department 
store operations of about 4 per cent in 1952, as compared with 1951. However, 


retail furniture sales strengthened with a 4 per cent increase for the same period. 
Wholesale prices have been very spotty with auto supplies, hardware, and paper 
suffering the heaviest declines, while tobacco, and drugs and sundries manifested 
considerable gains. Rayon yarn production, one of Virginia’s important textile 
industries, indicated some drop during the past few months. Several producers 
have either cut production, or have announced cut-backs for the future. One of 
the larger companies closed operations for several weeks of the first quarter of 
1951. Bituminous coal production ran ahead of 1951, in spite of the decrease in 
exports through Virgina ports. The gains were due to public utilities, the steel 
industry and other industrial consumption. Virginia construction contract awards 
for the first months of 1952 amounted to $17.5 million as compared with $16 
million for the same period 1951. The armed forces are responsible for three pro- 
jects costing approximately $7 million and new industrial projects account for 
$2.5 million. Banks in eight reporting cities reported a slight increase in debits 
to individual accounts. Business loans of the weekly reporting banks showed 
a rise particularly in trade loans, and loans to manufacturing and mining com- 
panies. Farming is one of Virginia’s most important economic activities, account- 
ing for approximately 9 per cent of total income payments. Estimations for 1952 
show that tobacco acreage will be increased while that of peanuts will be de- 
creased. Other crop averages are expected to be approximately the same as those 
of 1951. Income from government payments constitute about 28 per cent of the 
total income payments of Virginians as compared with 16 per cent for the nation. 
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For a decade, the largest single source of income has been the federal government. 
So one may conclude that as go federal expenditures so goes Virginia’s economy. 

The General Assembly in its 1952 session enacted several laws affecting the 
state’s economy. First, was the budget bill—the largest in its history—calling for 
revenues and expenditures of approximately $700 million. Expenditure increases 
reflected the effects of inflation as forcing higher salaries in order to attract 
competent personnel into public service and, also, the need to provide modern 
institutional facilities, especially for school and hospitals. Second, state em- 
ployees and school teachers were placed under the Old Age Retirement and 
Survivors Insurance plan of Federal Social Security. Third, the unemployment 
compensation law was amended which will result in a saving of several million 
dollars to Virginia’s employers. Fourth, two important tax changes were made. 
The income tax credits plan was amended to provide for a credit against the in- 
dividual income tax of a certain per cent in case total tax collections exceed a 
minimum amount. Also, the tax on bonds and notes was repealed. Fifth, the 
creation of the Virginia State Ports authority wasa significant piece of legislation. 
Its major purpose is to promote trade through Virginia ports by building and 
operating docks and terminals. And sixth, an anti-picketing law provides that no 
person shall picket any establishment in time of a strike unless he is or was, im- 
mediately before the strike or lockout, an employee of the picketed firm. The law 
further provides that the courts may enjoin any picketing when necessary to 
prevent disorder, restrain coercion, protect life or property, or promote the 
general welfare. 

University of Richmond Herman P. THomas 
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Homer Augustus Black, associate professor of accounting, will return to the 
College of Business Administration, University of Georgia, September 1, 1952 
after a year’s leave of absence to work on his doctorate at the University of 
Michigan. 

Robert Preston Brooks, professor of economics, emeritus dean of faculties, and 
formerly dean of the College of Business Administration, University of Georgia, 
from the date of organization, 1912, until 1945, retired June 30, 1952. 

James Whitney Bunting, professor of economics and director of the Bureau of 
Business Research, College of Business Administration, University of Georgia, 
has resigned to become executive vice-president of Oglethorpe University. 

John Francis Burke, professor of accounting, College of Business Administra- 
tion, University of Georgia, died February 2, 1952. 

T. Z. Chisholm has resigned as assistant professor of industrial management at 
the Georgia Institute of Technology. 

Frieda Clarke has been appointed instructor of accounting at the College of 
Business Administration, University of Georgia. 

James A. Constantin has resigned from the University of Alabama faculty to 
accept a position with the University of Washington. 

William Osro Cummings, Julian Price lecturer in life insurance in the School of 
Business Administration, University of North Carolina, will serve during the 
summer of 1952 as special consultant to American College of Life Underwriters, 
Philadelphia, Pennsylvania. 

John Edward Dean, assistant professor of accounting, College of Business 
Administration, University of Georgia, is now legal adviser to the Southern 
Cotton Garment Manufacturing Association. 

Robert L. Dickens, Department of Economics at Duke University, presented 
a paper on ““Non-commerical Curriculum for Accounting Majors’ at the May 
annual meeting of the southeastern group of the American Accounting Associa- 
tion. 

Arch Richard Dooley, lecturer on business administration and acting assistant 
dean of the School of Business Administration of the University of North Caro- 
lina during the winter quarter, 1952, has been granted a special fellowship at 
Harvard Graduate School of Business where he will pursue his doctoral study. 

Harry C. Eastman, Department of Economics at Duke University, went to 
Paris, France this summer to spend a year studying the French balance of pay- 
ments. 

Elbert T. Eggers has been appointed assistant professor at the Atlanta Division, 
College of Business Administration, University of Georgia, effective September, 
1952. 

Robert D. Entenberg is assistant professor and chairman of the retailing con- 
centration at the College of Business Administration, University of Georgia. 

Gilbert L. Gifford has been appointed associate professor and chairman of the 
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Division of Transportation at the Atlanta Division, College of Business Admin- 
istration, University of Georgia, effective September, 1952. 

Willard Graham, formerly professor of accounting and director of the Execu- 
tive Program at the University of Chicago, has been appointed professor of ac- 
counting in the School of Business Administration of the University of North 
Carolina. 

Paul Grambsch, assistant professor of economics at the University of Missis- 
sippi, has resigned to accept a position as associate professor in management at 
Tulane University. 

Edward Greene, formerly at Georgetown College, has accepted a position as 
research assistant in the Bureau of Business Research, University of Kentucky. 

Melvin L. Greenhut, assistant professor of economics at Alabama Polytechnic 
Institute, has been granted leave of absence to serve as chief of the Economic 
Analysis Staff of the Birmingham District Office of Price Stabilization. 

Paul N. Guthrie, professor of economics in the School of Business Administra- 
tion, University of North Carolina, has been appointed by President Truman to 
be an alternate public member of the Wage Stabilization Board. 

Clarence Heer, Kenan professor of economics, School of Business Administra- 
tion, University of North Carolina, has been granted six months’ lea¢e of absence 
to serve with the Department of Defense as member of a team which will under- 
take the development of monetary policy arrangements with President Rhee of 
Korea. 

Forrest D. Higgins, formerly instructor in accounting at Indiana University, 
has been appointed assistant professor in accountancy at the University of 
Mississippi. 

Calvin B. Hoover, head of the Department of Economics at Duke University, 
has become chairman of the Research Committee of the NPA Committee of the 
South. 

Willys R. Knight has been appointed acting chairman of the Division of 
Economics, Atlanta Division, College of Business Administration, University 
of Georgia. 

Lawrence E. Mansfield has resigned from the Department of Economics, Duke 
University, to accept a position with the Office of Price Stabilization in Charlotte, 
North Carolina. 

Albert D. Maynard is now assistant professor in the field of labor relations at 
the Atlanta Division, College of Business Administration, University of Georgia. 

Mable D. Mills, statistician with the Bureau of Business Research at the Uni- 
versity of Alabama, has resigned to accept a position with the University of Mi- 
ami, Coral Gables, Florida. 

Alexander J. Morin, formerly at Fisk University, is now at the University of 
Chicago working both as associate editor of the University of Chicago Press and 
on the recently established Research Center in Economic Development and Cul- 
tural Change. 

Erle Ewart Peacock, professor of accounting in the School of Business Admin- 
istration of the University of North Carolina, has been appointed to the Commit- 
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tee on the Teaching of Auditing and to the Membership Committee of the 
American Accounting Association. 

Weber Peterson, professor of agricultural statistics and prices at Clemson 
College, resigned in January to accept a position with the Office of Price Stabili- 
-zation in Richmond, Virginia. 

R. W. Pfouts, lecturer in economics in the School of Business Administration, 
University of North Carolina, was elected president of the North Carolina chap- 
ter of the Americgn Statistical Association. 

J. E. Prince, associate professor of economics at Millsaps College, has been 
granted a leave of absence for the year 1952-1953 and the summers of 1952 and 
1953 to complete work for the Ph.D. degree at Ohio State University. 

Benjamin U. Ratchford, professor of economics at Duke University, has be- 
come director of research for the NPA Committee of the South. 

Costic Roman, assistant professor and head of the Secretarial Science Depart- 
ment, will return to the College of Business Administration, University of Geor- 
gia, September 1, 1952, after a year’s leave of absence to work on his doctorate 
at Indiana University. 

F. M. Simpson, formerly with the Agricultural Research Department of 
Swift and Company, has accepted an appointment at Clemson College to teach 
a course in Marketing Live Stock and Meats during the 1952 Fall semester. 

William A. Terrill, assistant professor of accounting in the School of Business 
Administration of the University of North Carolina, was granted leave in the 
spring quarter to pursue additional study at the University of Illinois. 

Everett P. Truex, research assistant in economics in the School of Business 
Administration of the University of North Carolina, has been appointed asso- 
ciate professor of economics at William Jewell College. 

Charles O. Vandervoort has been appointed assistant professor of marketing 
at Mississippi State College. 

Herbert von Beckerath, professor of economics at Duke University, is under- 
taking research in Germany in industrial developments and is lecturing at the 
Universities of Bonn and Cologne this summer. 





NOTE 


The Twenty-second Annual Conference of the Southern Economic Association 
will be held in the Washington Hotel, Jacksonville, Florida on November 14-15. 

The annual meeting of the Southern Economic Association this year will have 
a very special significance. It will mark the twenty-fifth anniversary of our 
organization, and plans are being made to honor charter members on this occa- 
sion. This is an urgent request that all charter members identify themselves, and 
that all members who can identify one or more charter members please do so. 
Send all information to Howard R. Smith, College of Business Administration, 
University of Georgia. A charter member is defined for this purpose as anyone 
who became a member of the Association prior to or at the time of the first annual 
meeting in 1928. 

President George W. Stocking has appointed the Nominating Committee for 
the 1953 officers of the Association. It consists of James E. Gates, University of 
Georgia, Chairman, Ralph C. Hon, Southwestern at Memphis, and David Mc- 
Cord Wright, University of Virginia. Members are invited to suggest names to 
this committee. 

The Committe on Local Arrangements for the Jacksonville meeting has also 
been selected. It consists of J. B. McFerrin, Chairman, Walter J. Matherly, H. B. 
Dolbeare, E. L. Jackson, T. J. Luck, and Clark Lee Allen. All are from the Uni- 
versity of Florida except Mr. Allen who is from Florida State University. 

Howarp R. Smira, Secretary 
Southern Economic Association 
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The Development of Economic Thought. By Philip Charles Newman. New York: 
Prentice-Hall, 1952. Pp. xiv, 456. $5.00. 

War and Defense Economics. By Jules Backman and others. New York: Rine- 
hart & Co., 1952. Pp. xxi, 458. $4.50. 

Cost Accounting. By Adolph Matz and others. Cincinnati, Ohio: South-Western 
Publishing Co., 1952. Pp. x, 805. $5.50. 

Human Resources: The Needs and the Supply. By Dael L. Wolfle and others. 
Pittsburgh, Pa.: University of Pittsburgh Press, 1951. Pp. vii, 64. $3.00. 

Industrial Relations in Sweden: Some Comparisons with American Experience. By 
Charles A. Myers. Cambridge, Mass.: Technology Press, Massachusetts Insti- 
tute of Technology, 1951. Pp. viii, 112. 

The Development of Bank Debits and Clearings and Their Use in Economic Analysis 
By George Garvy. Washington: Board of Governors of the Federal Reserve 
System, 1952. Pp. viii, 175. 

Commercial Agreements: The Form and Content of some Agreements between Firms. 
By Glyn Picton. Cambridge, England: Bowes & Bowes, 1952. Pp. 23. Paper, 
3s. 6d. 

The Pound Sterling. By Roy F. Harrod. Princeton, N. J.: International Finance 
Section, Department of Economics and Social Institutions, Princeton Univer- 
sity, 1952. Pp. 42. 

Soviet Prices of Producers’ Goods. By Naum Jasny. Stanford, Calif.: Stanford 
University Press, 1952. Pp. vii, 180. Paper, $2.00. 

Business Forecasting: Principles and Practice. By Frank D. Newbury. New 
York: McGraw-Hill Book Co., 1952. Pp. vii, 273. $4.75. 

International Combines in Modern Industry. By Alfred Plummer. New York: 
Pitman Publishing Corp., 1951. Pp. ix, 309. $6.00. 

International Economic Papers, No. 1: Translations Prepared for The International 
Economic Association. Edited by Alan T. Peacock and others. New York: 
Maemillan Co., 1951. Pp. 244. Paper, $3.50. 

Monetary Policy and the Management of the Public Debt: Their Role in Achieving 
Price Stability and High-Level Employment. Parts I and II. By Joint Committee 
on the Economic Report. Washington: U. 8. Government Printing Office, 
1952. Pp. XVII, 632; VII, 633-1302. 

The Works and Correspondence of David Ricardo. Edited by Piero Sraffa and M. H. 
Dobb. Vols. III and IV. New York: Cambridge University Press, 1951. Pp. 
viii, 437; vi, 422. $4.75 per volume. 

Report of the New York State Advisory Council on Placement and Unemployment 
Insurance for the year 1951. New York: State Advisory Council on Placement 
and Unemployment Insurance, 1952. Pp. 45. 

Communism: Where do we stand today? By the Committee on Communism. Wash- 
ington: Chamber of Commerce of the United States, 1952. Pp. 55. Paper, 50¢. 

The Economics of Full Employment: An Analysis of the U. N. Report on National 
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and International Measures For Full Employment. By Wilhelm Répke. New 
York: American Enterprise Association, 1952. Pp. 36. Paper, 50¢. 

The Single Woman of Today: Her Problems and Adjustment. By M. B. Smith. New 
York: Philosophical Library, 1952. Pp. xiv, 130. $2.75. 

The Cooperative Movement and Some of Its Problems. By Paul Hubert Casselman. 
New York: Philosophical Library, 1952. Pp. XIII, 178. $3.00. 

World Population and Future Resources: The Proceedings of the Second Centennial 
Academic Conference of Northwestern University. Edited by Paul K. Hatt. 
New York: American Book Co., 1952. Pp. xviii, 262. 

Committee Decisions With Complementary Valuation. By Duncan Black and R. 
A. Newing. London: William Hodge & Co., 1951. Pp. vii, 59. 10s. 6d. 

Chain Stores in America: 1859-1950. By Godfrey M. Lebhar. New York: Chain 
Store Publishing Corp., 1952. Pp. xi, 362. $5.95. 

Survey of Accounting. By Leonard W. Ascher. New York: Harper & Bros., 1952. 
Pp. x, 717. $5.00. 

The Ethics of Redistribution. By Bertrand de Jouvenel. New York: Cambridge 
University Press, 1951. Pp. ix, 91. $1.75. 

Process Versus Power: Studies in Modern Culture. By Eugene N. Anderson. Lin- 
coln, Neb.: University of Nebraska, 1952. Pp. vii, 1936. 

Contemporary Collective Bargaining. By Harold W. Davey. New York: Prentice- 
Hall, 1951. Pp. xi, 532. $5.50. 

Financial History of the United States. By Paul Studenski and Herman E. Krooss. 
New York: McGraw-Hill Book Co., 1952. Pp. x, 528. $6.50. 

Business Law. By Clifford M. Hicks. New York: Harper & Bros. 1952. Pp. vii, 
1155. $6.00. 

The Transportation Economics of the Soybean Processing Industry. By Earl C. 
Hedlund. Urbana, IIll.: University of Illinois Press, 1952. Pp. vii, 189. 

Joint Economic Report: Report of the Joint Committee on the Economic Report on 
the January 1952 Economic Report of the President. By Joint Committee on the 
Economic Report. Washington: U. S. Government Printing Office, 1952. 
Pp. 134. 

The High Cost of Conflicting Publie Transportation Policies: A Study Based Upon 
Statements Submitted by Representatives of the Railroad Industry in Response to 
Senate Resolution 50, 81st Congress. Washington, D. C.: Association of Amer- 
ican Railroads, 1951. Pp. 68. 

Formulation and Economic Appraisal of Development Projects: Lectures Delivered 
at the Asian Centre on Agricultural and Allied Projects Training Institute on 
Economic Appraisal of Development Projects. Vols. | and II. New York: United 
Nations, 1951. Pp. xiv, 473; vii, 481-780. Paper, $3.00; $2.50. 

The Progressive Mine Workers of America: A Study in Rival Unionism. By 
Harriet D. Hudson. Urbana, Ill.: Bureau of Economic and Business Research, 
University of Illinois, 1952. Pp. 152. 

Public Finance and Economic Development in Guatemala. By John H. Adler and 
others. Stanford, Calif.: Stanford University Press, 1952. Pp. xix, 282. $5.00. 
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Commercial Bank Activities in Urban Mortgage Financing. By Carl F. Behrens. 
New York: National Bureau of Economic Research, 1952. Pp. xix, 131. $2.50. 

The New Salary Freezing Regulations. New York: Prentice-Hall, 1952. Pp. 64. 

Labour Policies in the West Indies. By the International Labour Office. Washing- 
ton, D. C.: International Labor Office, Washington Branch, 1952. Pp. iv, 
377. Paper, $2.25. 

Successful Employee Benefit Plans. By The Editorial Staff of Prentice-Hall. New 
York: Prentice-Hall, 1952. Pp. xiii, 561. $6.65. 

Competition in the Rayon Industry. By Jesse W. Markham. Cambridge: Harvard 
University Press, 1952. Pp. xvii, 245. $5.00. 

The Works and Correspondence of David Ricardo. Edited by Piero Sraffa and M. 
H. Dobb. Vol. V. New York: Cambridge University Press, 1952. Pp. xxxiv, 
534. $4.75. 

Modern Corporation Finance. By William H. Husband and James C. Dockeray. 
3rd ed. Homewood, Ill.: Richard D. Irwin, Inc., 1952. Pp. xiv, 747. $5.75. 
National Income and Expenditure. By J. E. Meade and Richard Stone. 3rd ed. 

Cambridge, England: Bowes & Bowes, 1952. Pp. 48. Paper, 3s. 

What’s Ahead for American Business. By Sumner H. Slichter. Boston: Little, 
Brown and Co., 1951. Pp. 216. $2.75. 

The Labor Force in War and Transition: Four Countries. By Clarence D. Long. 
New York: National Bureau of Economic Research, 1952. Pp. 61. Paper, 
$1.00. 

Student Deferment and National Manpower Policy. By the National Manpower 
Council. New York: Columbia University Press, 1952. Pp. x, 102. $2.00. 

The Community of the Future. By Fr. Vinding Kruse. New York: The Philo- 
sophical Library, 1952. Pp. VII, 828. $12.00. 

Character and Extent of Over-the-Counter Markets. By G. Wright Hoffman. Phila- 
delphia: University of Pennsylvania Press, 1952. Pp. vi, 93. Paper, $1.00. 
Econometrics. By Gerhard Tintner. New York: John Wiley & Sons, 1952. Pp. 

xiii, 370. $5.75. 

Taxation and Business Concentration. Symposium conducted by the Tax Insti- 
tute. Princeton, N. J.: Tax Institute, 1952. Pp. viii, 264. $5.00. 

The Economics of New England: Case Study of an Older Area. By Seymour E. 
Harris. Cambridge: Harvard University Press, 1952. Pp. xvii, 317. $4.75. 

General Economics: An Introduction. By Allen M. Sievers. Chicago, IIl.: J. B. 
Lippincott Co., 1952. Pp. xvii, 812. 

The Quantity Theory of Money: A Critical Study of Its Historical Development 
and Interpretation and a Restatement. By Hugo Hegeland. Géteborg, Sweden: 
Elanders Boktryckeri Aktiebolag, 1951. Pp. X, 262. Paper, Sw. Kr. 25:—. 

An Introduction to Modern Economics. Edited by Leland Rex Robinson and 
others. New York: The Dryden Press, 1952. Pp. xviii, 942. $5.75. 

Selected Readings in Modern Economics. Edited by Asher Isaacs and others. New 
York: The Dryden Press, 1952. Pp. xviii, 700. $3.25. 

Student Workbook in Modern Economics. By Asher Isaacs and others. New York: 
The Dryden Press, 1952. Pp. xii, 286. Paper, $2.50. 
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Longevity of Manufacturing Concerns in Allegheny County. By William W. Fra- 
sure. Pittsburgh, Penna.: University of Pittsburgh Press, 1952. Pp. xi, 226. 
$4.50. 

Water: A Study of Its Properties, Its Constitution, Its Circulation on the Earth, 
and Its Utilization by Man. By Sir Cyril S. Fox. New York: The Philosophical 
Library, 1952. Pp. xxvii, 148. $8.75. 

The Rate of Interest and Other Essays. By Joan Robinson. London: Macmillan 
& Co., 1952. Pp. viii, 170. 

Wages Policy under Full Employment. By Erik Lundberg and others. Edited and 
translated by Ralph Turvey. London: William Hodge and Co., and New 
York: Macmillan Co., 1952. Pp. viii, 88. $1.00. 

Controllership: The Work of the Accounting Executive. By J. Brooks Heckert and 
James D. Willson. New York: Ronald Press Co., 1952. Pp. xi, 645. $7.50. 

Marketing in the American Economy. By Roland S. Vaile and others. New York: 
Ronald Press Co., 1952. Pp. xviii, 737. $6.00. 

White Supremacy in the United States. By R. Grann Lloyd. Washington, D. C.: 
Annals of American Research, Public Affairs Press, 1952. Pp. 23. Paper, $1.00. 

Bibliography on Income and Wealth: Volume I, 1937—1947. Edited by Daniel 
Creamer. Cambridge, England: Bowes & Bowes, 1952. Pp. xvi, 184. 3 Guineas. 

Flood Control in the Mississippi Alluvial Valley. By Robert W. Harrison. Stone- 

ville, Miss.: Delta Council, 1952. Pp. 32. 

Elements of Statistical Method. By Albert E. Waugh. New York: McGraw-Hill 
Book Co., 1952. Pp. xv, 531. $5.50. 











ECONOMICS OF AGRICULTURAL 
PRODUCTION AND RESOURCE USE 


By Earl O. Heady, Iowa State College 


A complete analysis of agricultural economics, this new book integrates the economics 
of the individual farm and national production problems. 


Emphasis throughout is on fundamentals of production and resource relationships, the 
conditions under which efficiency is attained, and the behavior patterns of persons who 


serve as managers and administrators of agricultural resources. 


Clearly analyzes resource use under dynamics and uncertainty. 


Coming this fall. 


THE DEVELOPMENT 
OF ECONOMIC THOUGHT 


By Philip C. Newman, Rutgers University 


Clearly records the major economic theories and their proponents from pre-mercantil- 
ism to the present day. 

Biographical and historical material is presented for a fuller understanding of theories 
and theorists. 

Emphasis is placed on the most recent innovations in economic theory, with fuller- 
than-usual treatment given to such economists as Chamberlin, Robinson, Stackelberg, 
Hicks, and Keynes. 


456 pages 6" x 9” Published January 1952 


PRENTICE-HALL, INC. peal nn Bye ny 
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Volume VI of the Republished Articles 
READINGS IN PRICE THEORY 


Edited by G. J. STIGLER and K. E. BOULDING 


This new addition to the American Economic Association’s 
Series of Republished Articles, the first book in the Series 
to be issued under the Irwin imprint, consists of twenty-five 
carefully selected articles which have appeared in American 
and foreign economic journals over a period of the last forty 
years. In making their selections, the committee has tended 
to choose articles of worth that the student might not find 
readily available elsewhere. They have concentrated on the 
mechanics of the pricing system rather than on its evalua- 
tion, thus excluding the extensive literature which deals 
with welfare economics. Articles of general theoretical interest 
have been selected in preference to those representing applied 
economics. The selections are grouped into seven sections: 
Utility and Demand; Costs and Returns; Stocks in the 
Theory of Prices; The Rationale of the Firm; Imperfect 
Competition; Spatial Competition; and Theory of Games. 
The book also contains bibliographies of articles on price 
theory in English, French, German, Italian, and Swedish. 
This volume will supply valuable material for courses in 


price theory. Graduate, students, economists, and anyone 


interested in the mechanics of the pricing system will want 


to own it as an important professional aid. 








CONTRIBUTORS 


P. H. Wicksteed 
E. E. Slutsky 
Milton Friedman 
L. J. Savage 

E. J. Working 

J. H. Clapham 
A. C. Pigou 

D. H. Robertson 
F. H. Knight 
Piero Srafia 
Jacob Viner 
Joan Robinson 
H. S. Ellis 
William Fellner 
Hans Staehle 
Helen Makower 
Jacob Marschak 
K. E. Boulding 
R. H. Coase 
Tibor Scitovsky 
J. R. Hicks 

N. Kaldor 

P. M. Sweezy 

G. J. Stigler 

K. W. Rothschild 
Harold Hotelling 
Arthur Smithies 
Leonid Hurwicz 


(College Price $5.00) 


Other A. E. A. Volumes 


Volume I—ReEap1NGs IN THE SoctaL ConTROL or INDUSTRY 
Edited by Edgar M. Hoover, Jr. and Joel Dean 


Volume II—Reapin@s 1n Business CrcLe THEORY 


. IRWIN 
RICHARD D Edited by Gottfried Haberler 


Volume III—ReapiNnGs In THE THEORY OF INcomME DisTRIBUTION 
Edited by William Fellner and Bernard F. Haley 

Volume IV—REaDINGs IN THE THEORY OF INTERNATIONAL TRADE 
Edited by Howard 8. Ellis and Lloyd A. Metzler 


Volume V—ReEap1NnGs 1n MonETARY THEORY 
Edited by Friedrich A. Lutz and Lloyd W. Mints 


Volume I—A Survey or ConTemPporary Economics 
' Edited by Howard 8S. Ellis 
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JUST PUBLISHED 


ECONOMICS 


An Introductory Analysis of 
the Level, Composition, and 
Distribution of Economic Income 


sy BRUCE W. KNIGHT 
L. GREGORY HINES 


Dartmouth College 


Here is a new introductory text that is made to last. Thoroughly expe- 
rienced authors introduce the student to the solid elements of economics. 
Eschewing fads, they lead hina through economic principles, economic organ- 
ization, and economic dynamics, clearly, simply, and directly. 

The authors have tested their material in classes for many years. They 
know what is needed in basic courses and they have presented it fully. They 
also know what is hackneyed and irrelevant and they have avoided it assidu- 
ously. Their book is at once sound and fresh. 


Beginning with topics that lend themselves to reasonable compromise 
between fact and principle, the authors gradually stress the real discipline of 
economics as they proceed, and employ review and summary as a deliberate 
part of their writing as they do in their most successful teaching. 


This text presents plainly and distinctly the essential aspects of economics 
for the beginning student, and makes the materials graphic and easy to grasp. 


Combines “psychological,” “monopolistic competition,” 
“Keynesian,” and “national income” approaches. 


Unusual chapters on price analysis 
- Original discussion of the economics of war and defense 
- New analysis of cartel and commodity agreements 
- Problems at the close of every chapter 
63 x 9} inches, cloth, 960 pages, 47 charts, 20 tables, $5.75 text 


Examination copies on request 


ALFRED A. KNOPF, INC. BORZOI 
501 Madison Avenue New York 22 
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Pune ee 
FINANCE -<... 


By Bennett and Lippincott « Modern 
. Timely 


Asean . Teachable 
treatment with an 


economic emphasis 


For years the authors of this new book have been searching for well-balanced 
material, adequately and accurately presented. In the absence of such a book, 
they have spent much time in developing their own material now presented 
in this fine new textbook. Every part of the book has been very carefully tested 


in actual classroom use. 


You will be impressed with the well-balanced coverage of the entire subject 
matter of public finance, including the economic aspects as well as the strictly 


financial aspects. 


With each chapter there are approximately twenty-five questions and research 
problems. An instructors’ manual will be furnished to each instructor. It 
provides suggested answers to the questions and problems as well as suggestions 


for organizing classes or a seminar. 


When you write to our advertisers, please mention The Southern Economic Journal 











Controversial...and Informative 


These books are news 





The Economies of 


New England 


CASE STUDY OF AN OLDER AREA 
By SEYMOUR E. HARRIS, Professor of Economics, Harvard University 


HAT has led to the deflowering of New England? Here is the first full-scale anal- 
ysis of this region’s economic problems—the new economic Civil War between 
the South and New England, unfavorable labor conditions, scarcity of raw materi- 
als, shifting of markets, unsatisfactory relations with the federal government. Mr. Har- 
ris analyzes each of these challenging handicaps and, with equal candor, proposes 
far-reaching improvements. $4.75 


Competition in the 


Rayon Industry 


By JESSE W. MARKHAM 


HIS BOOK, the first in the new Harvard University Series on Competition in 
American Industry, is at once the first economic study of the United States rayon 
industry and a case study in oligopoly. Mr. Markham traces the history of the syn- 
thetic yarn industry here and abroad, describes the four major production processes, 
and estimates the role of factors which have limited entry to the industry. $5.00 


Schumpeter, Social Scientist 


Edited by SEYMOUR E. HARRIS 


EADING authorities in this country and abroad—Chamberlin of Harvard, 
Schneider of the University of Kiel, Usher of Wisconsin, and 18 others—evaluate 
Schumpeter’s great contributions to economic methodology and development, business 
cycles, monopoly, economic history, political theory and other vital topics. $4.00 


At your bookseller, or 
HARVARD UNIVERSITY PRESS, Cambridge 38, Mass. 


WELLES DEEL 3 
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NEW BOOKS of Readings 


—available in both cloth and paper editions— 


READINGS IN ECONOMICS 


By Paut A. Samuetson, R. L. Bisnop, and J. R. CoLeman, Massachusetts 

Institute of Technology. 484 pages (cloth-bound), $4.00; (paper-bound) $3.00 
A collection of readings designed to supplement any standard textbook in elementary 
economics. The aim of the text is to present the student with well-argued and well- 
written material that gives him first-hand acquaintance with the mainstreams of eco- 
nomic thinking in recent years; introduces him to many of the key figures of the eco- 
nomic profession; and presents him with such “pro” and “con” arguments as he may 
need to make intelligent judgments on such key economic problems as industrial organi- 
zation, control of inflation, etc. 


READINGS IN INDUSTRIAL AND 
BUSINESS PSYCHOLOGY 


By H. W. Karn and B. von Hatter Giimer, Carnegie Institute of Technology. 

McGraw-Hill Publications in Psychology. 476 pages (cloth-bound), $4.50; (paper- 

bound) $3.50 
A collection of 53 representative articles which point the way to the identification and 
solution of some of the more pressing psychological problems in business and industry. 
Each article is an integrated presentation in itself and can be used without reference 
to other articles in the book, although the material is so organized that a systematic 
consideration of all the material in the book would result in very little repetition or over- 
lapping of content. 


READINGS IN PERSONNEL 
ADMINISTRATION 


By Paut Picors and CaarLes A. Myers, Massachusetts Institute of Tech- 
nology. 483 pages (cloth-bound), $4.50; (paper-bound), $3.00 
A collection of some of the best articles on the philosophy of personnel administration 
by personnel administrators and social scientists, this book covers the analysis of person- 
nel problems, the role of the foreman, the building of work teams, work assignments 
and wages, and employee services and programs. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 36, N.Y. 
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LIPPINCOTT 





Just Published! 


GENERAL ECONOMICS 
AN INTRODUCTION 


BY 


ALLEN M. SIEVERS 


...the only text which offers a thoroughly understandable 
approach to our contemporary economic lives. 

GENERAL ECONOMICS: AN INTRODUCTION includes 
all of the true elements and traditional substance of that sub- 
ject. It goes further than that, however. Recognizing fully the 
differences of opinion which exist among the various schools of 
economic thought, the author deliberately and successfully 
reconciles these differences through an integrative approach to 
economics—an approach which unites rather than divides and 
which incorporates elements from the field of anthropology, 
sociology, history, political science, and the other social 
sciences. One of the most important contributions of this ap- 
proach is that it puts capitalism (particularly the 19th century 
form of market capitalism) into a perspective so that it may 


be seen in relation to all other economic systems. 


Send for your examination copy now 


J. B. LIPPINCOTT COMPANY 


333 West Lake Street East Washington Square 
Chicago 6, Illinois Philadelphia 5, Pennsylvania 
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a sound, teachable text for the college course in princt- 
ples of economics 


THE 


ECONOMIC SYSTEM 


an analysis of the flow of economic life 


by E. T. WEILER, Professor of Economics, University of Illinois 


Using the whole economy as a basic unit of study, Professor Weiler emphasizes 
both the general equilibrium theory and the interconnections between parts of the 
economy. He starts with a simple conceptual picture of a price-directed economy 
and progresses step-by-step until the student is brought to an understanding of 
how government, money and monetary institutions, international trade and eco- 
nomic growth, modify this picture. The author keeps the freshman and sophomore 
student in mind and gives the instructor a teachable text that combines a simple, 


straightforward style with a sound presentation of economic principles. $5.75. 


A student’s and teachers’ atd— 


PROBLEMS IN ECONOMICS to accompany THE ECONOMIC SYSTEM has 
been prepared by BLAINE E. GRIMES anp E. T. WEILER. Each chapter in 
the PROBLEMS BOOK is divided into three parts which test the student’s un- 
derstanding and ability to apply the principles in the corresponding chapter of 


the text. Ready this summer 


THE MACMILLAN COMPANY 


60 Fifth Avenue New York 11, New York 
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THE STACKPOLE COMPANY is proud to announce the 
forthcoming publication of its new Economics textbook 


THE BASIC IDEAS 
OF ECONOMICS 


By Joshua C. Hubbard, Bryn Mawr College 


This new and extremely timely work contains all the necessary, theoretical concepts of economics as 
well as the basic information for applying them. Simplified examples are employed to illustrate the 
analysis; figures are used to explain in visual terms the earlier descriptions of the principles. 


The Basic Ideas of Economics is designed to have a Supplement containing current, factual material. 
The supplement is so arranged that the reading in both it and the parent volume is closely related. 


About 400 pp. A pprox. $4.00 
September, 1952 (Text and Supplement) 


THE STACKPOLE COMPANY 
The Telegraph Press Building Harrisburg, Pa. 




















THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of E s of the University of Chicago 
The August 1952 issue will contain: 
Negro Employment in Southern Industry Donald Dewey 
The Hugenots and Diffusion of Technology, I Warren C. Scoville 
The Principle of Compensation Reconsidered E. J. Mishan 
Union Representation Elections John V. Spielmans 
Friedman's ‘‘Welfare’’ Effects .. Cecil G. Phipps 
A Reply. . .... Milton Friedman 
Reliability of Estimates of Unfree Labor in the USSR... A. D. Redding 
Comments . . eae 
Book Reviews and Books Received 
FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, December. Subscription rate $6.00 per volume. Sin- 
gle copy $1.50. Special rates: $5.00 per volume for faculty members 
teaching business or economics. $3.00 per volume for graduate stu- 


dents in business or economics. Canadian postage 20 cents. Foreign 
postage 50 cents. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 
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American Economic Review 





VOLUME XLII JUNE, 1952 
Contents 
The Current State of Profit Theory R. M. Davis 
The Robertsonian Evolution ... William Fellner 
Spatial Price Equilibrium and Linear Programming P. A. Samuelson 
Our Changed Population Outlook .....J.S. Davis 
Monetary Policy and the Treasury Bill Market D. A. Alhadeff 
A Sugar Policy for the United States .... B.C. Swerling 


Rearmament and a More Flexible Tarriff Structure Karl Pribram 
Reviews of Books, Titles of New Books, Periodicals, Notes 











The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, American Economic Review, 
Stanford University, Room 220, Stanford, California; for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary-Treasurer, 
Dr. James Washington Bell, American Economic Association, Northwestern University, 
Evanston, Illinois. Send for information booklet. 


























To be published in August 
ELEMENTARY STATISTICS: With General Applications 
REVISED EDITION 
MORRIS M. BLAIR, The University of Tulsa 
The revision of this successful book brings it entirely up to date by the inclusion of new text ma- 
terial and illustrations which make use of the latest census and insurance data, crop reports, and 


Wall Street figures. The new order of chapters develops the principles of statistics clearly and 
logically from the standpoint of mathematical gradation. Approximately 700 pages, Probably $5.00 


Lae nnUUisines=° ccacaal 
MATHEMATICS ESSENTIAL FOR ELEMENTARY 
STATISTICS REVISED EDITION 
‘ 
HELEN M. WALKER, Teachers College, Columbia University 
The scope of this book has been increased to cover a much wider range of topics. Explanations and 


exercises are also greatly expanded. All concepts are explicitly treated to give a complete and 
thorough understanding of basic ideas. 1951, 382 pages, $3.00 
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Ready July 3 


Economics of Mobilization 
and War 


By W. G. CAMPBELL, Editor, Chamber of Com- 
merce of the United States; R. E. BALDWIN, 
Harvard University; R. R. CAMPBELL, Wage Sta- 
bilization Board; G. 8. FREUTEL, Washington Uni- 
versity; J. W. McKIE, Harvard University; and I. 
O. SCOTT, Harvard University 


This new book, which treats the most important 
economic problem of the day, is designed to be used 
with any principles text as required reading in the 
Principles of Economics course. 

Despite its multiple authorship, it is not a sym- 
posium but a genuine collaboration. It has been 
carefully edited to assure an integrated treatment. 
It applies basic principles of economics to an analysis 
of economic problems of mobilization and war— 
a field where economic analysis can profitably be 
applied to problems of public policy and where 
students can learn a tremendous amount by so doing. 
It shows how these problems are interrelated. Con- 
flicting views and programs are analyzed and real- 
istic attention is given to the social and political 
forces affecting mobilization. 

In every chapter the problems of partial and full 
mobilization are contrasted and compared. When 
discussing all-out mobilization, the treatment is 
based on the experiences of World War II and when 
discussing partial mobilization, the book analyzes 
the current situation. Throughout the book, equal 
attention is paid to the real and monetary problems 
of mobilization and war. Short-run predictions are 
avoided, and the discussion is so oriented that its 
usefulness will not be impaired by short-run changes 
in the international situation. 

The book will be paper bound and will contain 
some 200 pages. It will be ideally suited for use as a 
required supplementary text. 
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Modern Corporation Finance 
Tuirp Epition 

By HUSBAND and DOCKERAY 
This new edition represents a thor- 
ough revision of the widely used 
corporation finance book by Husband 
and Dockeray and it will fit the needs 
of college courses even better than did 
the previous edition which was 
adopted by more than 150 institu- 
tions. The text has been brought en- 
tirely up to date and now incorporates 
all the recent changes in the field. 
In addition to its use in an intro- 
ductory corporation finance course, 
the book is ideally suited as a second- 
ary text for courses in investments 
and financial statement analysis. 


Marketing: Principles and Methods 
ReEvisep EpiT1on 
By PHILLIPS and DUNCAN 
This new edition has been completely 
rewritten and reorganized in the light 
of the experience of classroom users. 
The discussion has been brought en- 
tirely up to date and now incorporates 
the most recent material, includip: 
pertinent data from the latest census. 
Throughout the revision more empha- 
sis has been placed on marketing 
functions and marketing costs. The 
consumer approach, which made this 
text so popular in its first edition, is 
retained in this new edition. 
Be sure to consider this text for your 
course. 





